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ogram is designed to enhance small business ac
ppl e fitehnet ifnlgow of privateremqitoayn ¢ apdsiadwhas & bk o
ncerns need for the soumadns immdcfimrg tofeitthegmo W
pansion, and modernization, andfawhichatnsagnoth:
ow of capital to small businesses to stimulate
ogswy apnir i mary objective.

Se ptedbdbeBOIt her08p rwiewaet €31 y o wn e dl iacnedn sneadn aSgBeIdC sS B .

oviding small businesses private capital the ¢
nds the SBIC borrows at favorabdmtaeadsg etshd call e
benture (loan obligation). SBICs pursue inves:t
eas, and stages of investment. Some SBICs spec
hers invest more gener al Ipya.r tMosutl aSBIs@sa geceo nocfe nit
artup, expansion, or turmnaround) and geographi
e SBICcprolgasahmynvested o¥XOkiolmmidn eidn asbmaultl $b us
th t'hhes BBrAe of cap@gidttialll B&A2R IISMBAabommi $§ded to
ar a2Stdheiel 181 on in SBIC small busine2%dihlviesn ment
om private ciSphithli dorinl fsbmaldlc obfgsSif me s sle s .
recemme ydMambseg ress so fh aCvoen garr gued t hat the progra
means to stimulate e Fomro mixRa nlap.d/téli, Mlihtey and creat
nsolidated AdplIrbdb,priimagricomsse AActthe annual amount
thorized to provide to.PSRBL-C§3lttohe$ 4C obnislollii odna tferdc
propriaQ®lié,n si narngoaushetd otfheout st anding leverage ¢
IC licenses unddarl ¢t omhs/6ame bgnlpidtdiftyndso $350 mi
om $22B. mill8l7i ®mel 1 Business Investment Opportu
creased the amount of outstanding leverage all/l
50 omAtlhleirs worry that an expatrsted aB B BbE@npregns &m
e federal deficit. In their view, the best me a
owth, and create jobs 1 sfetdoe rracld smftiesacbanls i nes s t @
me Members have also proposed that the prograr
rly stage small businesses, which are general!l
having a relativehYPuhi glg phtte Otbiaanht RadmS Bpabtcr
tabliskad,achrteg stage SBILrreemiutiiratdi veo. 1havrelsyt
ast 50% of their investments in early stage s
ve newvdr poshitdwe cash flow fTrhoSnB Ao pet roaptpieadns 1 n
cepewngmsfloreahky sfasgéeivid BITC1 7.

is report descisi basg utchawnr SBh@up opgmrami SBISC e 1 1 g
quir evieesnttnmse,nti nacti vity,alasnod |l purdeegr a m fsotr antait si toinc sc
e SBICs pdeobgSrulpiiroegr am, participatiinngpascetcur i ti e s
vestment SBIC program (targeting urnsdetroser ved
cess to craenddiatr 1l S Blt@ gipn ittailldt i ve
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SBICrogram Overview

The Small Business Administration (SBA) administ
businesses, including 1 oan gusaraacncteys sp rtoog rcaanpsi ttaol
programs to increase small business opportunitie
businesses, homeowners, and renters to assist tl
entrepreneurial e dnuecsast ifoonr niaot iadsing iasntlds wei xtaphth mhisw sioisnt ¢ -
Small Business Invesdeégmeam. Company (SBI C)

Aut horized#d 9By Phlk. S8nall Business InvSeBsItCment Act
program is9 dpsogaeand ostemohomy the geatrahahbhnd t
business segmentbyhetricmdl atnmi pgtdmee dd wpvp odmemtiiviag
equity ¢ aptietranl laonadn Ifowimgdssi mwehsi sc hc smadrdns need for
financing of thend fboaurs itnlheesisr ogreawatth ,0o nesx pansi on,
which are not avai? able in adequate supply.

The SBIC progradiddwass cecenc¢edng oraised in a Feder
Congreisdentthiafapdin the catpartmlIf vpdoketghse dtoed | ong
small bdheneepost ndteld atnh aptr tghma mSeBdw e roe pr ovi di n
sheartrm and 4 etremr meddate when such loans are unayv
insti”amdi ¢ ha tditdh en o8tB Apqg wivti yWI*Efgiuniatnyc ifnignnancing (or
capital) is money raised by a company 1in exchang
Ownership is represented by owning shares of stoc
financiadt d nsttraamst ock. Equity financing allows
incurring debt, or without having to Trhepay a s pe
Federal Réss errewpeorBoacrodncl uded there woagramne¢eod f o

“stimulate the availabili”ty afsc¢spithabsfubdsines
accessteomlbdbDngancing *“Fadiddquatyngi thecifdogw of coeé
b us i nteos ssetsi mualtai¢oenoatldh |y nrdbeamati hfeB] C pso gpgmrd mar y
objective.

Th®BA does not makien dimallt.l i mypies dpsns avsa & wiltyh o wn e d
and managed SBICs licensed by the SBA to provide
capitalhadhen(8Bd L& d r e gaunlda twirtyh cfaupnidtsal()called 1 ev
borrows at favorable rates because Yke oFBA guar a

1u. s. Small Business Admi n9dCongressional Budge(J8sHfigation and FYi28lc a1l Year 201
Annual Per for m2dyathitps:Rvenvw.sba.gogitéstgiapltfiles/aboutsbaarticle/
SBA_FY_2019_CBJ_APR_2 12 post.pdf

215 U.S.C. 861.

3 U.S. Congress, House Committee on Banking and Curr@megll Business Investment Act of 19%§ort to

accompany $651, 8% Cong., 29sess., June 30, 1958, H.Rept:&®BO (Washington: GPO, 1958), pp. 4, 5.

41bid., p. 5.

5 Small business investment companies must invest in small businesses, which are defined as those with less than $19.5

million in tangible net worth and average aftax income for the preceding two years of less than $6.5 million, or

businesses qualifyings s mall wunder the SBA’s NAICS industry code size

Congressional Research Service R41456 - VERSIORKS - UPDATED 1
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Sept e3thb edr0 It h e 3061 iweamsed SBICs partiélipating in t
FY2& 1 t he SBARS5Spriolvliidoend i$n 1'everage to SBICs.

In recent years, some Members of Congress have a
a means to stimul ataet ecjombosmi RF lare7tfh tdihhgyl e@e,nd cr e

Consolidated Appropriations Act, 2014, increased
aut horized to promnideomm$ BLIC§I11i3lo04 $&& Gonddolidate
Appropriations Aatmoul@l ®@f iomdmrse¢eaned ntghd everage :
SBIC licenses oaddthedkt omiw/t ami tyneé funds 1 imit) t
from $222 I nmialdBibnloSh7, 3mel 1l Business Investment Of
2 07] 1 ndtrheea saemount of outstdmdinSgBdsiCa¥ Srla7gde ma Il 1l d wen
from $150 million.

Ot hers worry that an expansteda$dl Cnpregsamtdhaeulac
deficit. In their smaw,l] thhesihests,K mpaowmott @ & < DInO
create jobs is to reduce business taxes and exer
Some Members and small business advocates have a
additional assistancemablsbasinpsand, ewwvhlghstaag
relatively risky investments but alsbBoms having
exampleing! Gohneg Sels3b2mMH. R, 3 Mhe Small Business Inve
Enhancement and Thaaxw eRtehidtrhifz e Adtmj nwetkrdtion to est
separate SBI C sprasggablalmi filors saeddihtyi omrt of t he Obar
Admi ni $§st rSattairoomup Amer i ca I nit tyaetairv,e ,$ It hbei 1 9B A ne seta
stage SBIC initiativarrecegquldltldactabthe hgts 8 e oF Bl €«
investmdmyt stiargeeasmal | businesses, defined as s m
positive cash flow from operations in any fiscal

Th®$BA s taocpcpeepde avp gl 1 c a natrsl yf osrtiamngied i SaBtId0nk 7

addi tniodmne tlHg wWiBtAh8,r ew a proposed rul20el 6publishe
to amend the i“mote¢ astitveactwl mekanmmdent part of t he
prog?Phhe. SBA indicated thatbectawsehdeew ke puap

6SBA, “ S BI (FisdlryeagDRata for the period ending September 30, 201Bttps://www.sba.gowrticle/
2018hov/16fiscalyeardataperiodendingseptembeB0-2018
" 1bid.

8According to a U.S. Government Account Abdoutd0%300f( GAO) report
187) of debenture SBIEsthe most common SBIQIRd type—were managed by 69 multiple licensees in 201phe
proportion of debenture SBICs managed by multiple licensees has sharply increased, rising fron?abo20@56 to

about 700 in 2014.. For debenture SBICs specifically, multiple licensees alsreased their share of total SBA

leverage during 2002014. These SBICs held about24f SBA leverage in 2005, but about?4f the

approximately $7 billion in SBA leverage in 2014from 2009 to 2014, no more than 2®f multiple licensees

reachedhe therapplicable $225 million leverage limit The Small Business Investor Alliance and some SBIC fund
managers told us they believed the leverage limit nonetheless has a significant effect because it deters some SBIC
managers who want to substanyiarow their fund over the lonterm from continuing to participate in the program

SBIC characteristics, including geographic distribution and management demographics, were largely similar for single
and multiple licensees. Multiple licensees, inite aggregate, demonstrated better investment performance than single
licensees from 2005 to 2014 S e eSmdll BuBiness Investment Companies: Characteristics and Investment
Performance of Single and Multiple License®880-16-107, January 27, 2016, pp. 10, 11, 13, at
https://www.gao.godsset€180674813.pdf

9 The proposed changes would have allowed early stage applicants to apply at any time, similar to other SBIC
applicants, instead of onduring limited time frames identified in the Federal Register (which the SBA has published

on an annual basis since 2012); allowed early stage SBICs to obtain an unsecured line of credit without SBA approval
under specified conditions; allowed an apgiien from an applicant under common control with an existing early stage

Congressional Research Service R41456 - VERSIORKS - UPDATED 2
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fundkiaegpto the Early Stage SBIC initiative, the
results, and the comments to the proposed rule ¢
Early Stage”SBIC progr am.

This repor SBd LCamisogrwanhdrepserhocwning on SBIC el
requiriemeesttsme,nta nadec tpirvoigtlhrta mi me¢lat d s iicsf or mat i on ¢
SBsdebenture SBIC program, pajtmpaicpat  nvg st memt i t
pr og(rtaanr gredeirnsge ruved mar kets and communities faci:i
capiatnadlay | ySBItG gieni t i ati ve

Thiepoaltso discussets hlhedgiitsrdcardafalsghnes £ f mmm 21 a 1
leverage the SBAei st oa StB2)lmeazxendtautimou mptr oovfi dout st and
leverage allowed for two or mdre SBIC licenses 1t

SBIC Types

There are twdntvepeasneaft SBImPsaamdteisod i T@ hce)d wofidth:
Business Investment Act ofondbDdglBpahs czmdandedSBaCe
Investment compaadtisond iT@h@d)b peeficdtah ei Zaecdt ,S nraal 111 eBd
Il nvest ment( SCBMpoacnupeasomi di ng financing to small b
“whose participation in the free enterprise syst
di sadv¥®%datgicon 301 (dp. wa2sOlfr4epeaOmdi bys Consolida
AppropriationkdfAchi, vil99dn (D, Rriokger aSmma 11 ImpB uvosvie nmee snst
of 189639 result, n oh anveew bS S Bil @c stlsaubcecedn ssldil sn wle9v9ebr

e x 1 sStSiBnlwest“eer and f"famédlbreded to remain in the progr

With few $SBl@yptamdsS S BIltChse asrlaemgsi bhjladaaty tree quir e mer
operating rules andtaeftBBlu@iasiusadiesd. tToh eSRflfdasr e ,0 tbloet
an 8 SBI Cs .

Fi ve types odx iDebgniutea BT ByRatt hwestmerf B 1 C s earlystagd
SBICs receive leverage tfDeobuegrht utrhees iasrseu adnecbet oofb Ic

SBIC that has outstanding debentures or debenture c¢commit me
commitment of 100% of regulatory capital or $50 million, whicheveess,|to 100% of regulatory capital or $75

million, whicheverislessS e ¢ S BA, “Small Business Investment Companies ( §
Federal Registe?6875, June 11, 2018;a8dB A, “Small Business Investment Companie:
I nit i aFederabRegisteB407564080, September 19, 2016

WSBA, “Small Business Investment CloedgpahRedisteR6876,9uBd1d,) ; Early S|
2018

111n addition, S. 2831A bill to amend the Small Business InvestmAnt of 1958 to provide priority for applicants for
a license to operate as a small business investment company that are located in a disagsriatealuced on April
21, 2016, and reported favorably, with an amendment, by the Senate CommBimalbBusiness and
Entrepreneurship ollay 24, 2016 The bill would require the SBAdministratorto give priority to an application for
a license to operate asS8ICthat is from an apptant located in a disaster area. The bill would also prohibBBiAe
from including the cost basis of any investment made by a SBIC in a small business donatdin a major disaster
areaduring the ongyear period beginning on the date of the disaster declaratien determining if that SBIC has
reached its levege limit.

12p . 92595, the Small Business Investment Act Amendments of 1972.

13 A debenture SBIC maigsue and have outstanding both guaranteed debentures and participating seeoxittks
that the total amount of participating securities outstand@®snot exceed 200% affs private capital Seel3 C.F.R.
§107.1170The SBA stopped issuing new commitments for participating securities on October 1, 2004.

Congressional Research Service R41456 - VERSIORKS - UPDATED 3



SBA Small Business Investment Company Program

issued by SBICs and h éPatticipating securitiesa Bilt @se dr ebcye it vhee ST
leverage through the issuance of participating s
preferrtgdgpecgactyities, often in the form of 1 1in
or debwintthuriemst er est payabl e®Bankdwpedmonleveraged e xt ent o
SBICs do not “%Tddesi veploatedfwmgases on the four ty
receive leverage from the SBA

SBIKligibility Requirements
I

ASBIC can dei regmisteat e alsi miittehd rp aar tcmoer rpsolriapt i (oln
limited liability company (LLCs must be organize
by relatively small grmamwgpearftoilvanielah n d(rido d meé or s , a

30 are wholyl roonmeaad, al banks. A few SBICs are ¢
st olck.

One opfratmiye criteriaSHIoG hguwehgfiredamanagement. T
reviews aapdr caspppercofvieviea naBhk@nema s d dp suopfoens s i o n al
capabilities and character .CsS pneacniafgiecnaelnlty ,t etahne aSnF
looks for

T at leapsitne¢wpal s with substantive and anal ogou

expernience

T realized tracketacasd bfisesdpenian overall ev
appropmitdttaetqwa performance measures ;

T evi deascter roomfigh u s i ne s sa midnovpeosst amddneta 19 fffleorws
in the nmeastpmeposed for the new fund;

T a cohesive managmpmleenrhe 1t temadmya swhkitdhl ecr » o f
working together;

T managerial,oropechthnioahlexperihence that can a
portfolio company level; and

T a demonstrated ability to manage cash flows
will bearepmefilyobhasis

1413 CF.R. §10750.
15 |bid.

16 Commercial banks may invest up to 5% of their capital and sutplpartially or wholly own a SBIC. Bank

investments in a SBIC are presumed by federal regulatory a
Reinvestment Act purposes. Seé. 90104, the Small Business Act Amendments of 1967; The Board oéfovs

of the Federal Reserve Board, “FBdaralRégistth06v,iMay9s1968;lamdv ¢ s t me nt C
SBA, “Small Business I n SmallBusinessNotegBd®matani es ( SBI Cs ) , ”
http://www.smallbusinessnotes.cdméinesdinancessmaltbusinessnvestmenicompaniessbics.htm/H.R. 2364

thelnvesting in Main Street Act of 2017, would increase to 15% the 5% limit on commercial bank investments in

SBICs. The bill was favorably reported by the House Committee on Small Business on June.15, 2017

17SBA, Fof SBIC Applicants: Phase IlI: LicensingRew;, &t https://www.sba.gogontentphaseiii -licensing
review.

18SBA, “For S BI (hasap Ipitiai Review t kttpst/®ww.sba.gogbontentphasei-initial-review.

Congressional Research Service R41456 - VERSIORKS - UPDATED 4
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SBIC Application Process

Applyi 8Bl Lodedbenturestlapemsecdss .,.a maditnning

wit h

the SBA Management Assesanmenmam @Qumadtiadnpnaioma e MACK
fee of FHO, gdndasiitmicol udes, among ot hers, questions

T the sfulnedgal name and the name and addresses o
per s%ns ;

T the simwe st ment strategy (including geographi
diversification osft rsactceugryi,t ipersi maor yb et yupseesd, whe
be primarily an equity or debt investor, etc.

T the manag’shmexnttoptreoafmensds i onal experience,;

T the simwe st memakidegifprnomedsal origination to |
monit;oring

1 t hfeusdeconomics (includisngcaar rdiedstdchrai nptteiroens to,f t
formula used to calculatepmbhnagement hdees an.
allocation of fees between the fund and any
entities, detashs$ioan¢tbenpngncompde¢n ecarn out
partner;s hip, etc.)

T t hfeusdcapitalization (including investment st
agent has been or will be Jiaredd, information
borrowing arrangements, etc. ) ;

T t hfeusdbgernance structure (i1incnlduding an organi

f a ¥y6ar financial ?forecast for the fund.

After rece’d va mpelat dneet fboemrm’s f Pr bgr 8 MADevel opment O
reviews ;ashsee sMbAeQs t h e i’sn vpersot poesgahlt cioffnisa hy pr ogr am
mini mum requirements anpde rmfaonrangse memit,ti igqanlh ddlufen gdaitliic
making referenpamrd tprl epahroense a awrlist t e€m r ecommendat
Invest medst [Dhivveisstimheornt Commi ttee ( cdimpiossiecodn )of sen
I f, after reviewismgPthgr MMQDaevdl & hanle 8 BtAIOd f ;i cteh e
Investmentc oGlocnhmidtetse,e by maj ority vote at a regul
investmenst mngaonmpgaennye nt t eam may atma nqayEgalmefite d efaanr i
invited 't ohdeddhedqbBBAt ers i1inigashongt oing mBCLf foffolaln
BSBA, “Small Busines-Adhinwi s t me tiederal Repigtebai 14524 862November

13, 2017. An applicant under common control with one of more licenses must sulnitti¢ia request to the SBA, and
the initial licensing fee, to be considered for a license and is exempt from the requirement to submit a MAQ unless
otherwise determined by the SBA in its discretion.

20 A control person is generally defined as someone théfpower to direct corporate management and policies

21 General partners in most private equity and hedge funds are compensated in two ways. First, to the extent that they
contribute their capital in the funds, they share in the appreciation of the &eseisd, they charge the limited

partners two kinds of annual fees: a percentage of total fund assets (usually in the 1% to 2% range) and a percentage of
the fund earnings (usually 15% to 25%, once specified benchmarks are met). The latter performisncad ek

“carried interestand is treated, or characterized, as capital gains under current taSadéfS Report RS22717,

Taxation of Private Equity and Hedge Fund Partnerships: Characterizati@awfed Interestby Donald J. Marples

23BA, “SBIC Management Assessment Quest ihtpa/nvawisbagod nd Licens

contentapplicatiorforms
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the interview, the Investment o Comunastypereo wiodeed at o
“Gr e e n”lLleitgthetr forihphloyciendvittoi tge final I icensing
process

Once an applicant recttheoeasppl Grertn tLypgihdalleyt tlkeas
raise the requisite privatekeepstah. tPDwmwchngitihi d
applican8BIl €Condact,hsanngd cplraosvsiedse s "?Fuiinddndd ceasnsnagd
occurs whaacd¢htes SBi caopmpplliectaentl i censing applicati
updated SBA Form 2181 and complete SBA Forms 218
raising sufficient private ,camirSr220ni000B0md nge cei ve s
aSBI C Ifiocre ntshee f i tr a8 ks atéxei imgnio tm 8 In st lhifeny oMl Q |
submitse iltahtee s s %2 nc e

As di sbceulsosweaw ap
progr aema,t layn dCT a g
The e
assis

plications for thempacticnpetsti mg
ti 8Bl ve are no longer being acce
igibility requirements and PP
i

1 a ication prc
tance fromtahAepBedmdix provided

1
SBICapital Investment Requirer

Debent ure SBICs

P.L:69®%6thorized the SBA to select companies to p
purchase debentur e sprforvoind et haodsdei tcioompaaln ifeusn dtso t o i
businesses Initially, debenture SBICs were requ
least $300,000 to participate in the SBIC progra
DebenStBllfss e now hegeimnegriotmenatcta pifiétaasii 1ilnivoens
(called r e g?UTlhaet oSrByA chaapsi tdails)c.r et i on to license an
capital of $3 million 1if the applicant has sati:s
viable businesrsojplcatn nrge apsroonfaibtlayplpe operations, a
for achieving regulat @Aty k3alp% doall e boefn faur el eABItC $ 5
regulatory amdilteaade mugslta choamme  f iodmi at ésd wi t h t he
manmgeatnd unaffiliaf®alds owi ttho emarthe otsthaer gl % tofr ya
capital may come from stfate or local government
B2SBA, “Small Busines-Adhnwis t ma th¢deral Regigtedail B, Noverdber 13,

2017.

24 The final licensing fee is $20,000 from December 13, 2017, to September 30, 2018; and is scheduled to increase to
$25,000 from October 1, 201#®, September 30, 2019; $30,000 from October 1, 2019, to September 30, 2020; and
$35,000 from October 1, 2020, to September 30, 2021. The final SBIC licensing fee is in addition to the initial SBIC
licensing fee (currently a combined total of $35,000). Beigig on October 1, 2021, the SBA will annually adjust both

the initial and final SBIC licensing fees for inflation. See ibid., p. 52185.

3BA, “SBIC Program: Fiscal Year Dat httpst//oww.shalgeaitiped r i od endi n .
2018hov/16fiscalyeardataperiodendingseptembeB0-2018

2613 CF.R. §107.210.
27 bid.

2813C.F.R.8107150
2913C.F.R.8107230
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Participating Securities SBICs
P.L.366&O2 he Small Business Credit and Business

[¢]

i patPianrgt isceicpuartiitnige ss.e cruerfietrireesdy,p e¢eeqsucietdye & ma &

»—t»—iﬁj/‘\
B v oo 4
= un = =

4
a
p and earl ylhset aSBeA scmalalt eldu s ihee prosgr am t o
m

A0 0~ 0g

S wn < 00

a

hnol ogy ssttaargteu ps manldl ebaursliyne s s e sastl d shta t mu d hmeo f
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30U.S. Congres, House Committee on Small Busingsyate Equity for Small Firms: The Importance of the
Participating Securities Progrand09" Cong., ® sess., April 13, 2005, Serial No. @9 (Washington: GPO, 2005),

n e

d r

to continusgecopecatrwoenesr HwE&€sed, tohe ompl
r c

t S

r e

e

Oj

IV, the Small BusinegessasuEdqdwirtygednltdec SBAn t

$

by SBICs in the form of limited partners:t
st payable only to the extent of earnings.

, the SBA established th€ BBPL Perticipat
ge the formation of participating securit

ent gap created ’sbyf otchuesa SoBnl-{maitdlde d esnmailrle pr c
s eSBA stopped issuing new commitments for
, begdeans ntgo aempd ot he p¥Pogram, which continue

SBA stopped issuing new copmmnhadmelny sbdoaupartt
ogerxapmeri enced a pr ojdeucrtiendg 1tohsess avafre IS$yt2 mX7th GbGisl il 1 o n

thees payable by SBICs for participa
r the projected>hke $BAses 1in

I

erni n-gBMmimaommenyicegu ittPyl ,i nl vi eqsuti ic
ome Members have expressed 1int
d on certain aspects of the St

pp. 5, 33; andSBA, “SBIC Prograim: tFhAQss t7a.t uWhaotf the Participating Se

https://www.sba.gogbntentfaqs

31SBA, “Offering Circular, Guaranteed 4.727% PaPSticipating
20091 0 Rebriary 19, 200%t https://www.sba.gowbntentsbicps200910-cusip-83164tepa

8213 C.F.R.8107.1500. A SBIC that wishes to be eligible to issue participaegurities must have regulatory capital

of at l east $10 million unless it can demonstrat-e to the
term with a lower amount, but not less than $5 million. B32€.F.R.8§107210. It must als maintain sufficient

liquidity to avoid a condition of “Liquidity Impairment, ”
divided by total current funds required) of less than 1.2.18€2F.R.8107.1505. The only type of debt, other tha

leverage, than a SBIC that has applied to issue participating securities or have outstanding participating securities is

permitted to incur is temporary debt. Temporary debt is defined astehorborrowings from a regulated financial

institution, a rgulated credit company, or a nroegulated lender approved by the SBA for the purpose of maintaining

the SBIC’s operating liquidity or providing funds for a p

S

S

a

borrowings, not including leveragea y not exceed 50% of a SBIC’s leveraged cap

be fully paid off for at least 30 consecutiveatays during
debt for 30 days. Sek8 C.F.R.8107570. A SBIC issuirg participating securities is required to invest an amount equal

to the original issue price of such securities solely in equity capital investments (e.g., common or preferred stock,

limited partnership interests, options, warrants, or similar equityimstnts). Se¢3 C.F.R.§107.1505.

33U.S. Congress, House Committee on Small Busirggscommittee Markugf Legislation Affectinghe SBA Capital
Access Programd 11" Cong., F sess., October 8, 2009,bc. no. 113050 (Washington: GPO, 2009), pp.1D, 11,
187194, U.S. Congress, House Committee on Small BusifegsCommittee Hearing on Increasing Capital for
Small Businessl 11" Cong., ® sess., October 14, 2009, H.Doc. no.-D&1 (Washington: GPO, 2009), pp. 1, 2, 40,
98; andU.S. Congress, lise Committee on Small BusineSspall Business Financing and Investment Act of 2009
report to accomparkl.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315(Washington: GPO, 2009),
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The SBA is m@g hewgemommmi tmients for participating
participating securibteiccasuhsBeBT C$ ebveanwget h.e mmr 6 mie at
As SDdpt e mbelr h3e0r e2 pwvacrrtei ci patingnsd¢ bher @thil €s p$S BlCs

wi tlh®n$i 1 1 i on in outs* Pamdinwgpadpihntaarkee arterqiuitisrkesd $ BI
have regulatory capital of at least $10 million.
million in regulatodogmenyptitateifhathei i icamsbe Lo
the long term with a lower amount. In this cirect
be lower t BPAtn 18Pa%mtiolplairotni.ci pat i'smg gudaunirtyi eassdS BI
lever agtpabl musttbhbome unmdmli ¢ i at ésd mmintahg atdheen tf un d

unaffiliated®AWsoh escmhoa®Bis@amr gud%tofry capital

from state or 1lo%al government entities.

Impact Investment SBICs

On Aprile7SBAOdhnouhced it was establishing a $1
initiative (up to $150 million in leverage 1in F}
year thereafter untlidce¢hmheedi mmpadct rieeqea dricidld nttoS BE
invest at least “WBWchftahget fArmamcofigsritical 1
underserved markets and communitie¥®Theseng barri
areas i1initially incldedsdrbadioemmenitpopesatedsidetfdf
the education sect or®] mpmd tt hien vcedsetammernetq eSrBglgCdss £ o t h
a minimum private capitadndnaecetmebicotf B0 (kast
as deBBd€semneerning the source of the funds.
Initially, an impact investment SBIC could recei
2013, the SBA announced that it waismpactreasing t
investment o SBIofh0. mi 1l 1

pp. 3, 4, 1012.

#¥SBA, “SBIC Program: Fiscal Year Dat httpsf//www.shalgeartigled r i od endi n.

2018hov/16fiscalyeardataperiodendingseptembeB0-2018 There were 149 participating securities SBICs at the

end of FY2008, 127 at the end of FY2009, 107 at tiieaf FY2010, 97 at the end of FY2011, 86 at the end of

FY2012, 63 at the end of FY2013, 53 at the end of FY2014, 46 at the end of FY2015, 41 at the end of FY2016, and 33
at the end of FY2017.

%13C.F.R.8107.210.
%13C.F.R.8107150
$713C.F.R.8107230

38SBA, “Impact I nv athtpsyvww.sbd gogltestefaultfiles/les/”
Impact_Investment_Call_for_Action.gdindSBA, OffceofCongr es si onal and Legislative Aff:
with t hdulyd3p20M.or , ”

39 The SBA defines underserved communitiesossdr moderate income (LMI) enterprises located in LMI Zones, as
defined in 13C.F.R.107.50 qualified lowrincome commurty investments (QLICIs) located in leincome

communities (LICs), as defined by the New Markets Tax Credit (NMTC) program@R2R.1.45D-1(d)1;rural

business concerns located in rural areas as define@.iR.R.4290.502; andsmall business concertecated in
economically distressed areas (EDASs), as defined by Section 3013 of the Public Works and Economic Development
Act (PWEDA) of 1965, as amended, 42 U.S.C. 3161

“OSBA, “SBA Announces $50 Million 1Incr eMiiorBuMainish in its SBI
Il mpact I nvest ment hips/idwy.sba.gbebntentsb@&annodneetsG-million-increasematchits-
sbicearly-stagefund-and70-million-bumpits. Also, effective October 1, 2014, among other changes, the SBA

eliminated the progr amfiscalyearlevdragercap; ddded advancedl marufactuiing to the p e r

list of eligible sectors; provided eligibility to businesses that receive Small Business Innovation Research or Small

Business Technology Transfer grants; and permitted, through December 1, 2014, existing debenture SBICs to apply to
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Ni niemp a ¢ t 1 nvewetrnee nltt s8enls@s@ 1 1, towien i12n0 12%00l1 2i,n
20]5and t WhAsi mo f2 (Sle2t08lmbtehre y3 Oma na § Oidhi Imbir en tthman §
assets and h8ld mad Ve thnkd¥nl8)s siienspnavcets & BrleGist i nvested
$1 68mi 1 1 3 &mmailnl bisinesses

On SeptemberS BAr,o v2i0dle7d, ntohtei c e ttoh aptr oigr aww usltda kneoh ol
accrepawpplicationsimp dicrbvee s& Billelictems ed after Novembe
The SBA also awmmo uwnctehd rtahwaitn gi ta proposed rul e, p U
that woul d ihmpvaec tp rionwiedsetdne nt i StBd ICe bemwerfages qualif
private equity fund manager so wiheh SaB Il dperso gorna m.o ¢
SBA indicated prhapa d&dibt icoomwatal ‘hobfe ntehdemtiieorn ¢ hr a4 h e
ben e*Tihtes SBA also indicated that few qualified S
progr am, and thatsamanygyiphnttlse wpudgrdmve applied
“regardless of the existenc® of the [impact inve
Ear btyage sSBI C

On April 27, 2012, the BeHetal Regisiet s § h b HS Ia hifinlglaibo m u I
early stagei®Bit€e $150 million in leverage 1in FY
leverage per fiscal year*®Ashememtfitemetdnep riSdBvAt chwes 11 yi

is no longer seekiemg Inye w taapgpel iScBal nCt si nfictri atthiev e .

Earsltyage a$rBelCsi red to invest at |l sdatgeS@Wmadfl t hei
businesses, defined as small]ll businesses that ha-
operations i*l namy cfoigsndali oyne aorf. wtilt h hing/leesrt mreinst ks a
early stage tshmea liln ibtuid¥%trivwes aidncnleuwd er e gul at ory pr o
to reduce the r1risk that an early stagé SBIC woul
recovery prospect¥Fohoekdmpl de f & arkeliqyuoieracadg e oS BI C:
more 71 e gul(aatto rlye acsatp h$a2a0l dnei bl el,ni tounmpa SBIICsve st ment S
least $a&ndi phronyjpatiatg keaxzut i$ b @aslnsiSoBIlIsiCusbnj)e.c tT h e

optinto the program if they meetthem gr am’ s re §eer SBAnt § SBA Expands Impact I nv
September 25, 2014, lttps://www.sba.goaboutsbasbanewsroompressreleasesnediaadvisoriesthaexpands
impactinvestmentfund.

41S B Almpatt Investment Fund Grows Threefold J a n u a r http&:/fivww.sbd.gbwontentimpact

investmentfund-growsthreefold S BA, “ Di r e ct or WNttps/fvww.siepgaedntentirBclotrs , 7  a t

impactshics and SBA, “ Sthip&/wikhw.sba goWindingprogramsahvestmenicapital#paragraptl.

“2SBAOf fice of Congressional and Legis | Reembee20,RF18.air s , “Corre
BSBA, “Small Business Investment CleetdepahRegdisteR687%4, JuBell,) ; Early S

2018 Impact investment SBIC applicants would have received a 60% discount on the licensing fee and a 10% discount
on the exanmation base fee. They also could have simultaneously applied as an early stage SBIC not subject to the call
and timing provisions identified under 13 C.F.R. 107.300. The proposed rule also imposed certain penalties if an
impact investment SBIC did not adbeo its impact strategy or impact investment SBIC rules. See ibid; and SBA,
“Small Business I nvelsntpmecntt S(BeblefakRadigteBOG656E6Febiuary 3, 2016.

“SBA, “Small Business Invest menitveCleoepdhRedisteR687%, JuBell,) ; Early S
2018 The SBA indicated that due to the risk associated with this class of SBICs the proposed rule was expected to
increase the cost to all SBICs by increasing the annual fee by approximately 6.1 basis points.

%5 |bid., pp. 26874, 26875.

®SBA, “Small Busines s—Hanrvleys tSnteangtfeedERaliREgisteR5M3 s25050April 27,
2012.

47 |bid., pp. 2505125053.
48 |bid., p.25043.
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ep SBIZTOO0O% of Tegnulldtiomy maap imusail pe% 1 SBI (
for two or more SBICs underup otmmmon contr
r e gull7antiolrlyi ocna)pmatxai Imu nf

, 2012, thée nSHehdegprudll a Rehgids tae mfpitriscte annua
e capital fund managerds cteamsssulbmiatr  ayn s
ee venture capitadppbndatsobmmatedi pt sl
e erials were examined and interviews hel
a ad i1ssued GferemalLi g hiton Vfeitlter glsitcheen ssei x f 1
pl isé®ation

e SBAceccondthtaonddhutfbmeal s for venture capi
bmit an application to become a |licensed ear
bruary 4, 20l4andafedbrypakyIpP22aRd by

veE OIhevesftumdhsapppl i ed to partwegeammedmrtlye pr o
age SB¥As loifc eSnespet. 8, mbtehre 3f0i,ve2 Oclarl y S5sit.a3ge SBI Cs
l1Tion in pri viaddmilb aomi tigamla,8 BrAet ceegidvhéhdd mBIr laige n

onudti sntga ¢ o mmi t me $26 B Mmi lalnifo ns mvared & ts b dhi .08
early stage 4S7Bdidsl Biganmmeiknt e 0¥ $i nes s es

On Septembthel9BA2Pndobtliicseh eodf apr opokFederal emaking
Rgi swleirc h ipmrcolpwdiesddt goe stahrel y st ageti @BBlk€e mat er i al
i mprovement s atnéd tt threa ¢ptr omgaraem qual i fi®Hhearly stag

49 The deadline for completing the festep application process fapplicants with signed commitments for at least

$15 million in regulatory capital and evidence of their ability to raise the remaining $5 million in regulatory capital was
July 30, 2012. The deadline for all other applicants was May 15, 2@p8icants must first complete a Management
Assessment Questionnaire (MAQ), then, if invited, complete an interview process, then receive a Green Light letter,
and, finally, submit the SBIC license application, consisting of SBA Form 2181 and SBA FornE2&83BA mal§
Business Investment CompanieE a r 1 y St a gkedeflBREgi5teR577525779, May 1, 2012.

SBASBA’s Growth Capital Program Sets Record For Third Year
Businesses in FY12athttps://www.sba.gogbntentsbasgrowth-capitatprogramsetsrecordthird-yearrow; and
SBA, “The Small Business Investment Conpp20aty (SBIC) Program:
https:/www.sba.gogitestiefaultfiles/files/SBIC%20Program%20FY%202012%20Annual%20Report.pdf

51SBA, “Small Businenias—Hanrvleys tSnteangtied€ERallRAyiater490874913, December
18,2012;SBA “Small Busines s—FHanrvleys tSnteangtfedetaliREyistef665, fFelfuary 4,
2014;SBA, “Small Busines s—FHanrvleys tSnteangtkedEtalRégiGten i82588pfl 3, 2014

SBA, “Small Busine ssEalrnlvye sSttna8@icedefiiHRbgiptar,375 1679 January 12,

2015;an8S BA, “Small Bus i ne s—sEalrnlvye sSttnaegheedetiiBRbgipter, 5085684,

February2, 20%6.

22§ BA, “Small Business Inve s FedetahRegiseb4adgd, Marchel8, 20E53andSBA,St age , ” 8

Of fice of TInnovat i oSBICEarlydStagennnevationfPeograni httsstl/vimev.sha.gosites/
defaultfiles/articlesOll_Early Stage_Slide_Deck_January_2016.pdf

8SBA,Of fice of Congressional and Legis | Becembec20R8If airs, “Corre

“SBA, “Small Business Investment 8lbedepahRediste640766BE0,C) ; Early S
September 19, 2016. The proposed changes were based in part on feedback received on an earlier, advance notice of

proposed rulemaking. See SBAS ma 1l 1 Business I nvest meFaderalRegistetdOdd, e s —Early St
March 18, 2015The proposed changes would have allowed early stage applicants to apply at any time, similar to other

SBIC applicants, instead of only during limited time frandestified in theFederal Registefwhich the SBA has

published on an annual basis since 2012); allowed early stage SBICs to obtain an unsecured line of credit without SBA

approval under specified conditions; allowed an application from an applicantaomderon control with an existing

Congressional Research Service R41456 - VERSIORKS - UPDATED 10



SBA Small Business Investment Company Program

BA at tihnadti cthismted, nt i on t o comwmmidn mdfsityheta ri ni t i ativ
t erm.

As menpriowngad®BBystopped accepftoirhg ne®8Bipptagetio
initi@da®ilfne adadntlwme tlle, vSIBOAR & rSeewp ttehneb e r 19, 2016
propostelda tr uilcl uded provisions designed to encou
init®ative

Ke¥eatuResgudfar SBIC Types

Tablperovides five key fewdabe$SBdIdLCspa mtgiud ispha tnign g h
secufSBt,Cmpact investamantt aIBlCstage SBICs

the minimum amountbbodfinapilatensqpired to o

1
f the amount of SBA leverage that can be recei:
T the nature of the investments provided:;

1

a description of the r&quiervemeamngtess; famrd repayi
T any profit participation requirements.

Table 1.Key Featuresofthe SBAGds Debenture, Par andbnpgotat i ng Sec
Investment Debenture Programs and Early Stage Debenture Initiative

Participating
Security SBICs Impact Investment Early Stage SBICs
(no longer SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)

Private Capital $5 million minimum  $10 million minimum  $5 million minimum  $20 million minimum

SBA Leverage 200% of private 200% of private 200% of private 100% ofprivate
capital up to $75 capital up to $¥5 capital up to 475 capital up to $50
million per SBIC or  million per SBIC or million; limited to million
$350 million for two ~ $350 million for two ~ 100% of private
or more SBICs or more SBICs capital during any 12
under common under common month perioc
controla control

Investments Broad range of Broad range of Broad range of equity Broad range of equity
equity investments  equity investments  investments but investments; at least
but generally later generally later stage  50% in early stage
stage and mezzamin and mezzaninet small businesses (no

least 50% in positive cash flow in
undersered markets any fiscal year prior
and communities to first financing)

facing barriers to
access to credit and
capital

early stage SBIC that has outstanding debentures or debent
leverage commitment of 100% of regulatory capital or $50 million, whichever is less, to 100% of regulgitahyoca
$75 million, whichever is less.

$5SBA, “Small Busine s(SBIC):Early Stagdnitiative, “C Bedepah Registe84075

September 19, 2016

%®SBA, “Small Business Investment CledgpahRedisteR6876,9ua1d,) ; Early S
2018
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Participating

Security SBICs Impact Investment Early Stage SBICs
(no longer SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)
Leverage Interest andSBA SBA paid interestto  Interest andSBA Standard: 5 years
Description annuakharge bond holders; SBICs annuakharge payable interest reserve
payablesemiannually only owed and semiannually through required, interest and
through maturity repaid SBA out of maturity SBA annual charge
profits payable quarterly

through maturity OR

Discounted: interest
and SBA annual
charge discounted for
first 5 years plus the
0stubd per
interest and SBA
annual charge payabl
quarterly thereafter
through maturity

Profit None SBA typically None None
Participation received about 8% of
any profits
Sources:U. S. Smal | Business Administration, Of fice of Il nvest
Investment Companies6 January 2012; U.S. Small Business Administra
May 2, 2012; and.S. Small Business AdministraiolSBA Announces $50 Million I ncrease

Early Stage Fund and $70 Million Bump in its Impact Investfnant d , 6 J u nhaps:Byvww.b8.do® , a't
contentsbaannounces0-million-increasematchits-shicearlystagefund-and-70-million-bumpits.

a. Alicensed debenture SBIC or a licensed impact investment SBIC in good standing, with a demonstrated
need for funds, may apply to the SBA for leverage of up to 300% of its private capital. However, the SBA
has traditionally approved maximum of 200% of private capital. Also, a debenture SBIC licensed on or
after October 1, 2009, may elect to have a maximum leverage amount of $175 million per SBIC and $250
million for two or more licenses under common control if it has invested asteb0% of its financings in
low-income geographic areas and certifies that at least 50% of its future investments will bancdove
geographic area®.L. 114113 the Consolidated Appropriations Act, 2016, increased thaltiple
licensa/family of funds limit to $350 million from $225 million. The act did not addressibikiple
license/family of funds limit for financings in lamcome geographic areas. Presumably, SBICs would apply
the $350 millionmultiple licensg/family of funddimit for all of its financings, including those in {owome
geographic areas.

SBIC Invest mebussi nens sSenmsa 1 1
SBICs provide equityimawparntiadus owasymsa, 11 halsu diens g eb

T purchasing small business equity securities
limited partnership interests, membership 1n:
or joint vemture interests);

T making loans to s mal!l businesses, either 1nd
ot her private or public lenders® that have a

5713 C.F.R.8107800. A SBIC is not allowed to become a general partner in any unincorporated business or become
jointly or severally liable for any obligations of an unincorporated business.

5813 C.F.R.8107810; al 13 C.F.R.8§107.810.
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T purchasing debt securities nfwveomtishmlad 1i btus,i ne .
or have rights to purchanmnd, equity in the s m

T providing s malbljebtsitme guaani g ateeoenstf their mon
obligationsndéto asedditadfred with the SBIC

SBICs are subject to statut otrhye amadthwreag udfpp oo ve d e

investments. For example, SBICs are not allowed

T directly or indirecttlhya spsroocvii adtee sf i(nea.ng.i,n go ft foi c
di ctoryeecmsnd empl o

f control, either directly or ind%®rectly, any .

T invest, without SBA approvatlheirmowat e¢ han s pec:
(regulatory) capital in securities, commit me:
bussné¢s. g., SBICs are not alhlpawevdatteo invest
capital in anythmawvsmalme ntt uspilmens si nicfl ude s W 0
tiers of $BA leverage);

T invest in farmland, unimproved land, or any .
Magr Group 65 (BReahdBEsdataduefiChe Classi fica
Manual, with the exception of title abstract
brokers, #nd managers;

T provide funds for small businesses whose pri

didector indirectly providing funds to others
factoring, or leatsdmmp Easuii p meintth omo apd @wnigs i o1

maintenan®er or repair;

T provide funds to a s mal!.l business i f the
foreign ¥peration.

5913 C.F.R.8107.85. Debt securities are instruments evidencing a loan with an option or any other right to acquire
equity securities in a small business or its affiliates, a loan that by its terms is convertible into an edjoity poait

loan with a right to receive royalties that are excluded from the cost of money.

6013 C.F.R.8107.80.

6113 C.F.R.8107.730

6213 C.F.R.8107.865. The period of time that a SBIC may exercise control over a small business for purposes
connected vih its investment through ownership of voting securities, management agreements, voting trusts, majority

representation on the board of directors, or other wise
control was initially acquiredy r any earlier date specified by the ter ms
prior written approval, a SBIC “may retain control for

fun

is
of
s uc

complete divestiture of control or to ensure the filaacl st abi lity of the portfolio compan

63 A tier of SBA leverage equals the amounta8 B 1 (rivate (egulatory capital.A SBIC approved for less than

two tiers of SBA leverage must not invest more than 20% of its private capital in anyonesmadbusi i f t he SBI C’ s

plan contemplates one tier of leverage and no more than 25% of its private capital if its plan contemplates 1.5 tiers of
leverage. Se23C.F.R.§107740; and SBA “ Ame r i ¢ a n Ranvestmentctof2000:dndplementation of
SBIC Program Changes, “actingessotiateedmifiistratanforHnvastment, tH AllsSkalln s ,
Business Investment Companies (SBICs) and Applicants, May 4, 2009, p.

6413 C.F.R.8107.720.
85 1bid.

66 |bid. A SBIC may provide venture capital financingdisadvantaged concermsigaged in relending or reinvesting

activities (except agricultural credit companies and banking and savings and loan institutions not insured by a federal
agency). Without SBA approvahte s e financings, at the end of the fiscal
capital. A disadvantaged concern is defined small business thé at least 50% owned, controlleehd managed, on
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a dayto-day basis, by a person or persons whoseécgaation in the free enterprise system is hampered because of
social or economic disadvantage

67 The SBA has a general interest rate ceiling of 19% for a loan and 14% for a debt security, with provisions for a

higher interest rate under specified circtanses. See 13.F.R.§107.855. A SBIC is allowed to collect a

nonrefundable application fee of no more than 1% of the amount of financing requested from a small business to

review its financing application, a closing fee of no more than 2% of the amfdfimdrecing requested from a small

business concern for a loan, charged no earlier than the date of the first disbursement, and a closing fee of no more than

4% of the amount of financing requested from a small business concern for a debt security seeqity financing,

charged no earlier than the date of the first disbursement. A SBIC is also allowed to charge a small business for
reasonableoutf-p o c ket expenses, other than management expenses 1inc
apdication. See 1¥.F.R.8107.860.

68 SBA, “Small Business Investment Compariies} Federal Registe6264, September 30, 1999

69 SBA, “Small Business Investment Compariies} Federal Registe6264 152646, September 30, 199MI Zones

are areas located mHUBZone an Urban Empowerment Zone or Urban Enterprise Community designated by the

Secretary of the U.S. Department of Housing and Urban DevelopaButral Empowerment Zone or Rural Enterprise

Community as designated by the Secretary of the U.S. Department of Agricaltaea of low income or moderate

income as recognized by the Federal Financial Institutions Examination Caurectounty withpersistent poverty as
classified by the U.S. Depart me n tSeeb3C.F.R.8IO75@ ul t ure’s Economi

S BA, “F oBack§ra@ihddnformation on Low or Moderate Income (LMI) Debenturés a t
https://www.sba.goebntentfow-or-moderateéncomelmi-debentures
“NSBA, Office of Congressional and Legislative Affairs, “Coi
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reduce tbaeasumpt ememeowfa bl en esn@BEmgeyr gy sSauwicreg Debent
arset ructured as a disMIdaeheéntddhan texraapsd iemi Itahre rteo a
interest payments or SBAcawynuazbl ofiathphe, Eoerglhe SHh
plus the stubdpepdrisd d skseutawmeceen dtahtee and t he next M
paymen® date

Leverage

Leverage Drawdown

ASBlaG plies ftor tthien aSSmBclil aclv darsasgices)t'SaBniAc et ha di t i onal
commitment to reserve “hotshpe $iBffiCc Bdrfko mbsee .of 1 ever
applicatioaSBIsC adprparwosveddoown t he |l everage as 1t ma

The SBA accepts draw applicati9®BRA adappmo SBsl Ctsh ¢ wi
W, it 1s s uesaSaBIpClyéndeanhtn vaopupcrhoevra It onot i ce ). The
a term of approximately 60t oadyrsa va nfdu npdrso voi nd eas
ly basis.

o
o o =
-

ebenture is executed in conj unbcatsilkolne pwtiete ch bte a c h
BBAeral Home LoadwhBahmkpodviChecwmigwhe r $ Bl € undi
aiSIBI'sC debenture(s) can be pooled with others a
curs every six mont h¥Dpheaal Mhec hen absadnikhe pt e mb e
arges a SBIC the London Interbank Of°fered Rate

o o

e SBA determines the size of the debenture poo
te.“tAlel debentures schedulmrd poolbed ptoomd eetdh earr eb y
t 1 called the Investment Tr ust ’wahnidc,h aiss ma n a
e ol ftrhg SBcAumssi,gns an agreement with the Tr u:
i pal paymentendureon?TEhehtopgot hehedrebsecurit
0 f debentures and i1issues new securities cal
e ertificatesAnt oo fifnevreisntgo rcsi ricnu Iltahre ipsu bilsi
vestors of ‘talvea itlrasitl iteyr,t it thiec ateasms of t he sec
ncerning how tHey can be purchased.

e SBA operates thesubBidypbagiam don aceezemp 1t s
faults occurize¢det SBAhasgau$SBbCs a 3% originat
anfdor peaarcthi ci pating security issued (1% at c¢commi

A 0T Coad 008 aD

o5 OB DD OoO"RBBEBOI o0 BBF

72p.L. 1106140, the Energy Independence and Security Act of 2007, §1205. Energy Saving Debentures.
73S B AEnergy Saving Debenture:  F A Qttps:/fivwvi. sha.gowbntenténergysavingsdebenturesgags
7413 C.F.R.8107.110.

SBA, “Funding the SBI C Htpsdwwwsha.gosiafundingsbicprogranwThe’SBA is
required by statute to issue guarantees “at periodic inter
shorter intervals as it deems appropriate, taking into consideration the amount and number of such guarantees or trust

certifi cates.” See 15 U.S.C. § 687 m.
®SBA, “Funding the SBI C Htpsdwwwasha.gosicfundingsbicprogranw, > a t
7 Ibid.

78 To view recent SBIC debenture offering circulars see SBE BI C Debentures Offering Circula
https://www.sba.golcategorylendernavigationgbaloan-programsgbicprogramprogramdataperformance/
informationtru-1.
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to exceed 1.38% for debentures and 1.46% for par
wheih is fixed at the time of the leverage commit
feebate adjus®ed annually.

Debent urlee S8daLge Requirements
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mi ion p&rSASBlI Coando$ two or more® licenses unde
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ture SBICs obt ai n -glueavrearnatgeee df rdoenb etnhteu rsea lpea rotf
figaneant SBA debe¢nunstecpattifeccpadesomay hav
, although omplhhuwramd eceult dtebredhitmg eSPATrticipa:
m e xc eanmd nagl 11 Or eycceamts public offe¥ings have
tuma eSBledsuired to make semiannual payments
nual paymeansuah ¢her $8A and a |l ump sum pr
or s2SaBtl Cma tawrei tayy.] oowadr antpedpdygb8BAures wi
rguar 8BAeed debenture must be prepaid 1n
d on a semiannuad payment (danteredhp debent
conditions -yaidrretahseu riiyretseerazeusrti hrea®t e mef olf0 t h
as mentioned previously, LMIBydebentandedOar
(plus the stub period).
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cause the SBA guarantees the decadermbtemrter,rei nves:t
ritpiad raetrttiafii optposed to others available on th
kely to accept a lower coupon (inteisest) rate
ar #Asce thkhesuSBLC prodBdsl amdamtcwetse avapital and
ducceoss ti tosf raising additional financial resour

- gq —
o s = o o0

ecause debenture SBICs are required to make ser
nd semiannual psa yanmmennutasl ocnh atrhgee ,SBtAhe t enend to fo
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7913 C.F.R.8107.180; and13 C.F.R.8107.1210. The annual fee for debentures at the time of the leverage
commitment in FY2019 i6.094%. The annlifee was 0/42%in FY2015, 0.672% in FY2016, 0.347% in FY2017,

and 0.222% in FY2018. The participating securities program is no longer issuing new leverage commitments. See
SBA, “SBIC Pr ogr a rhttps:/Amw.sba.dodoCumaensupporiobjeckobjectannualcharge

8013 C.F.R.81071120; 13C.F.R.8§107.150; and SBA, “American Recovery and Reinve
I mplementation of SBIC Program Changes,” letter from Harry
Investment, to All Small Business Investment Companies (SBICs) and Applicants, May 4,.2D09, p

81 One debenture has a term of 10 years and 29 weekS. Bek, “Of fering Ci,Guamahteed , $1, 192, 23"
2.829% Debenture Participation Certificates, Series SBIC-2005 B, ” Se pt e mitips:fwwi.gsba.go? 01 5, a't
contentsbic201510-b-cusip83164 1feO.

82SBA, “Small Business I nv SmallBusiness N@e2dpai ni es ( SBI Cs ), ”

http://www.smallbusinessnotes.cdméinesdinancessmaltbusinessnvestmenicompaniessbics.htmj and SBA
“For S BI C:Fhkaneirlg Dptians Explainedat https://www.sba.goebntentfinancingoptionsexplained

8313 C.F.R.8107.5Q and13C.F.R.§107.1150

84 The coupon (interest) rate on SBA debentisdssed on the igear Treasury rat@adjusted to the nearest 1/8f

1%) plus amarketdriven spread, currently about-B0 basis poits. Seel3C.F.R.810750, and SBA, “Trust
Certificate Rates: hipRIwaw dbadoeonentirustecertificaterdtesshbit-delemnturgools

Thecoupon rate for theost recent sale af SBAdebentureertificate, which took place on March 14, 200as

2.507%.

Congressional Research Service R41456 - VERSIORKS - UPDATED 16



SBA Small Business Investment Company Program

mi-dnd -dtagga small businesses that
cash flow have resources availabl
interest payments or dibudiemessed
seeking ecxappaiff®sailo nf.or

have a positiyv
e to make payme
nwimalmypoanistiawne e

Participating LSeevceurraigtei eRsesqSuBilr(e me nt

Although the SBA is no longer issuing new commi:t
aut horized t o arcocne plti caenn saepdp lpiacrattsfcoinp aftei vnegr asgeec uorfi
to 20t0H@p wifvat Alcsng,i faalhd management team may eXxce
maximum amoumth ID fmillhvieosmgpgéhfli ISIBIl €n afaiadr $t wo or mo
licenses under common contr ol

Participating securities SBbh@y aabrteadnpdrlke-cepagd
securities. The SBA pooled thgoaer prtreaddc iparttiingi p
secur iitfiiecsa tceesr,t representing an undivided intere
public offerings. SBA participating securities n
public offerings had a specified a term of 10 ye

Theweedd public offfiariamgscadf pA3BAicipating securit
start of the participating securitifisnplkogram, a
SBAuaranteed participating s edc uar itteirems ocfe rltOi fyiecaar
was offered to investors on February 19, 20009, v
20679 .

SBIC participating securities certificates provi
dividends on pastifeamr eadn sitmacdkme imard, or a priori
limited partnership equal to a specified interes
principal paymeant izt pmat mgi sgcurities SBIC is ol
pamyen‘omly to the extent it has suffi®ddent profit
participatinigs secablid itee @®BHL any required payme
paymentbseshal . Because startupo fatnedn eaarrel yn ostt aignei tsi
profitable, the SBA includeid flfaewrg maggec iirnc uiltasr sp atr
“anticipates that 1t will .bpea ycnaelnltesd fuopro nt hreo uStH InCes
early years of tamrd I tidvxepse cottfs stuoc hb eS BleGsmbur sed [ Db
amount.sumpded its guarantee over®the life of a pa

85U.S. Congress, House Committee on Small Busirgss|l Business Financing and &stment Act of 2009eport

to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Reqt. 111315 (Washington: GPO, 2009), p. 11;

andSBA, “ S B1 C: FRAQ@sb8gWhatinvestment styles and fund types fit besttwithe S BI C aPr ogr a m? ”
https://www.sba.gogbntentfaqs

8613 C.F.R.8§107.170.

8713C.F.R.8107.5500;andSBA “Of fering Circular, Guaranteed 4. 727% Parti
Certificates, Series SBH2S 200910 A, February 19, 208 pp. 7, 14, athttps://www.sba.goebntentsbicps2009

10-cusip83164tepb

8SBA, “Offering Circular, Guaranteed 4.727% PaP3 icipating S
20091 0 Rebriary 19, 2009. 2, athttps://www.sba.goebntentsbicps200910-cusip831641ephb

891bid., pp. 2, 3. Also, sed.S. Congress, House Committee on Small Busirrsgate Equity for Small Firms: The

Importance of the ParticipatnSecurities Programl09" Cong., ® sess., April 13, 2005, Serial No. 19
(Washington: GPO, 2005), p. 5.
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dpattiomipating securities SBICsvagt mwmre 11k
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st ment . Because parotti criepgautiirnegd steoc ummai ktei etsh eSsBel
ments, they ara@asmatbubagiwagmepfocmection for gr
fitability rather thanponsitt tfsledpweaspects for

As Soefpt e3thb elr0 It he S BAu dnamwmiueastamding unpaid prinec
ofl0¥bi 1 1ion in SIB®M ldeiboenn tiunr eSsBI C§ par57 cipating
millioohmeirn SpSrB,lGamad % fiheg SBA also had an outstand
$34bi 1l 1ion in &8BREHidlelbieonnt uirne sot her, pPrimarily SSB

o< < o @
o o =W

S
i

Impact Invest mentReSBli@ elneevnetrsa g e

The SBA acbdlhlempact Investment 28tBAdCgdtmiagarneaas vef cr i
national prienmistey vienc madikeg sumdhd communities fa
credit a%0dn cJaupliyt a2l6., 2011, the SBA announced tha
lichaWeawarded to InvestMi®®*higan! Mezzanine Fund

9% The coupon rate fahemost recent salef a SBA guaranteeplarticipating securities participation certificatehich
took placeon February 8,2009, was4.72®.SBA, “ Of f e r iGuarant€ed 4.¢2¥% Ratticipating Securities
Participation Certificates, Series SBRS 20091 0  Bepriary 19, 2009, p. 1, bitps://www.sba.gogbntentsbic
ps2009-10-cusip83164tepa

91U.S. Congress, House Committee on Small Busirgss|l Business Financing and Investment Act of 2@g$brt
to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), p. 11;

andSBA, “SBIC Program: FAQs 7ci pVhtaitng sSe¢hwer sttiae¢d usPodgt dm? Paat
https://www.sba.gogbntentfaqs
2SBA, “SBIC Program: Fiscal Year Dat httpsf//eww.shalgeartiple r i od endi n.

2018hov/16fiscalyeardataperiodendingseptembeB0-2018 As of September 4, 2018, the six Specialized SBICs
had private capital of $65.7 million. Of theSpecializedSBICs five had no outstanding financings guaranteethiay
SBA and one, witlprivate capital of $49.4 million, had $56.7 million of outstandi®BA guaranteedebenture
borrowings See SBA;* Of f e r i n g923(0D50r000GUaranteed 388% Debenture Participation Certificates,
Series SBIC 201:80B, September 13018, p8, athttps://www.sba.gowaftticle20185epl7/sbic201810-b-cusip
831641fl4.

BSBA, “SBIC Program: Fiscal Year Dat httpsf//www.shalgeartigled r i od endi n.
2018hov/16fiscalyeardataperiod-endingseptembeB0-2018

“SBA“Impact Investment Small Busine p.4d,athttps//evswshacgosttes/Co mpany ( “
defaultfilesfiles/Impact_Investment_Call_for_Action.pdf

®SBA, “SBA Licenses First Impact I nvhitpsy/umevsha.goeonterdsbai n Mi chi ga 1
licensesfirst-impactinvestmentfund-michigan Thelicense was dated April 25, 20IMlezzanine financing is a hybrid

of debt and equity financingndis typically used to finance the expansiorankxisting business. firovides the

lender the right to convert to an ownership or equity interest in the company if the loan is not paid back in time and in

full. It is generally subordinated to debt provided by senior lenders such as banks and venture capital companies.

Anothe license was awarded to SJF Venturesich has offices in New York, San Francisco, and Durham. It

reportedly will serve a licensing and oversight role and will not receive leverage from th& SB&BA‘chooses firm

with a cleartech profile as its nevet investment partnevWashington PosMarch 8, 2012, at
http://www.washngtonpost.contfusinessin-smaltbusinesgbachoosedirm-with-a-cleantechprofile-asits-newest
investmentpartner201203/08/gIQAKgmPzR_story.html
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Earl ye SSHBIgGC Leverage Requirements
The SBA edbebEashy Stage [IinmovdtiRpam8BadCcetanstiat

capital for early stage s malYA bluiscienressesd se at rhir y usgth
SBIC may apply t ooft huep StBoA Iflo0 % loefv eirtasgepr i vate <ca
million. The SBA doefsomoltf xemasga eaarmnlpplsitcagd ohBI
that is under common control with another early
SBIC §unhesexisting early stage SBIC has no outs
and will not seek add%itional leverage in the fut
Early stage SBICs obtain leverage 1in—the same wa
through the gasantmeed ode BBAt ures with a term of
stage debentures come in two for ms: early stage
debentures.

Early stage standard SBIC debent urienss tacraed soifmi | ar
requiring semiannual’s piaytmemd st &anadnmeaunadte lcehmSrBgde e
require quarterly °’payment s s bisa halnenoudaelb hcahtaSrBede . I n
addition, early stage SBhiCstmupaymahatamnmnnhencstsao
and on st henmMuwBaAl charges for the first 21 payment
(five years plus the length of time between the
September 1, ®“Beaculbeec eemabrelry Is)t.age standard debentu
SBICs to make quarterly payments, they are most
that have established a positive cash flow enabl
stea gSBI C.

Early stage discounted debentures are 1issued at
five years of interest on the debenture and the
discount eliminates thakreeddtforsdaplaymetmad ge onBI
and to make pay¥ymamtmuadncthhe g8 BAor five years fr

%SBA St&rtUp America Impact Investment SBEPIAatitiative Policy
https://www.sba.gogltesfiefaultfiles/files/External%20Impact%20Memo%202002-26%20final.pdf and SBA

“SBA Announces $Matchhiiitd SBIC&arly Stage Rurdand $70 Million Bump in its Impact

Invest ment Fun dtps//wivwabagodntendb@aniouncesdd@ million-increasematchits-sbhic
early-stagefund-and70-million-bumpits.

“SBA, “Small Busine ssEalrnlvye sSttmegeedesiBRbgiptad 5013, Apfil 27, 2012.
% |bid., p.25052.

9913 C.FR. 8107.1B1. The required reserve is reduced on each payment date upon payment of the required interest
and charges.
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t he st dbEapelryi sd.age SBICs make quartetdéyeptymedt.
the SBAnnuali cdaygaer du6¢ through 10. They are als
debeist prd ncipal amount when the debenture reach
Because early stage discounted debentures do not
SBA annualr dhargeefaacd s, they are most appropriat
that have not established a plesittoi weh ScBdsth: [ fyl s w at
As a result, early stage discounnteendt sd eibne netaurrleys
stage small businesses, which by definition have

Reporting Requirements

Once 1 1cens erde quiarcehd StBol Cf ailsauwl t hi thheada S B h calmpderst
an auditappr avedddiemdepublic accountant.- SBICs ar
site regmpht enye Yraxnadmirncaqtuiioresd t o provide the SB

T a portfolio fih@ndamn ocbpoh¢ wlhiohing date f or
of a smal?l business;

T the vehbdorof and investments within 90 days
year 1in the case of annual valuations and wi:
ot her rtepo®ting periods;

T any material adverse changes in valuations a°
folwing the c¢clo®endf the quarter) ;

T copies of reports provided to investors, doc:
Exchange Commission, and documents pertainin
proceedings, including crumireal byghadathge SBaAgai:
compl et elhd speorsyomsd atement isn lkiolmersd.i on with

SBIC Program Statistics

As Soefpt e3thb e8r0 It h @3081 iweeerns e d S BI(A2%d eibne notpuerdea tSiBolnC s
participating/bemwad,t-itse SBE €d §SBREICEs, ) .and

As showahd,ent he number ofgdanbetathyes SBILr hasent
Ho we vetron a thteelri coefn s ehda sSBltGGsyed relatively the sam

primarily due to the plpaanrnteidc irpeadtuicntgi osne ciunr itthiee sn u
SSBI Cs .

100 SBA, Office of Congressional and Legislative Affgi'sCor r e s pondence with the author,” W
10113 C.F.R.8107630; and13 C.F.R §107.80.

10213 C.F.R.8107.640

10313 C.F.R.8107.650

104 | pid.
10513 C.F.R.8107660.
M3 BA, “SBIC Program: Fiscal Year Dat httpst//oww.shalgeaitiped r i od endin

2018hov/16fiscalyeardataperiodendingseptembeB0-2018
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Table 2. Number of Licensed SBICs by Type, FY20 10-FY2018

FY FY FY FY FY FY FY FY FY
SBIC Type 2010 2011 2012 2013 2014 2015 2016 2017 2018

Debenture 140 143 158 175 187 205 216 227 227
Participating ;7 97 86 63 53 46 41 33 25
Security

BankOwned/

Non- 47 46 44 43 45 43 47 47 47
Leveraged

Specialized

SBICS 13 13 13 11 9 9 9 8 6
Total 307 299 301 292 294 303 313 315 305

Sources: U.S.9mallBusinessAdministrationd0 SBI1 C Pr o g r a8Septe@ber30,2018dSegiember
30, 2018.

The SBA has made it a goal to iisnscweedr seeca cthh ey enaurmb e
an emphasis on new 3deob epnotsuirtei oSnB ItChse Ipircéd8hrsaens ,f or

OverSaBIlICs pursue investments 1incaahbhmasgotfmagrege of
invest meimtd.i WiBdmep elciizae a part i culaandt hieelsdiavestdu
more generally. Most SBICs concentrate on a part
expamnosri otnurnaroundgramphiicdantiafy na whdah to focus

Total Financing

Fromi nheption of tlheec eSnBbI20W7]p3rJofelaGasen t mve st ed

appr ox B9mlabtbelllyi on i n 781F5%fri onxainmeai tneglsy ti¥fAs mall concer
mentioned pBepiteihbler0 hasSBA had a guarantee on a
unppridncipal balance of $10.9 billion in SBIC de
securities, and $56.7 milli®ThenSBAhaksophadaanl

WSBA, “FY 2012 CongressioRdll 0BAdgatl] PetrifdbDrmamicen RepdrFY?”
https://www.sba.gosgitestiefaultfiles/aboutsbaarticle/
FINAL%20FY%202012%20CBJ%20FY%2020%20APR_0.pdfThe SBA issued 23 new SBIC licenses (21 to
debenture SBICs and 2 bankowned nonleveraged SBIQsn FY2010; 22new SBIC licensesl@to debenture
SBICs and} to bankowned nortleveragedBICs)in FY2011; 30new SBIC licenses (2to débenture SBICs and@to
bankowned nonleveraged SBICSh FY2012; 34 new SBIC licenses (29 to debenture SBICs andb&nkowned
nonleveraged SBIQsn FY2013; 30 new SBIC licenses @to debenture SBICs arto bankowned, noHeveraged
SBICg in FY2014; 25new SBIC licenses @to debenture SBICs argto bankowned, nodeveraged SBICs) in
FY2015; 21 new SBIC licensesl({ to debenture SBICs artko bankowned, nodeveraged SBICdh FY2016; 15
new SBIC licenses (11 to debenture SBICs atabank-owned, noHeveraged SBICSh FY2017 and 25new SBIC
licenses 21 to debenture SBICs and 4 to bamkned, noHeveraged SBICs) in FY2018

g BA, “Offering CjGuaranttes 8.548% Deleatyrd)Particjpation(Certificates, Series SBIC
20181 0 B, ” Se pt e nrpathitps:/Iwsvw.sba.gbwrticle20p86epl7/sbic-201810-b-cusip831641fl4.
The SBAhas occasionally provided a selectetdisfirms that have received SBIC financimggluding AOL, Apple
ComputerBuild-a-Bear,Compaq Computer, Costco Wholesale Corporation, FedEx, Intel, Jenny Craig, Inc.,
NutrisystemQutback Steakhouse, Sports Authority, Staples, and Sun Microsysteitsswebsite. For example, see

SBA, Office of Investment and Innovation “Ear ly Stage SBIC Program,” slide prese
https://www.sba.gogtestefaultfiles/articlesSBIC-Early-Stagelnitiative. pdf.
W3S BA, “SBIC Program: Fiscal Year Dat httpst//owwshalgedrtipet r i od endin

2018hov/16fiscalyeardataperiodendingseptembeB0-2018
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prergeacsandiddyheeel s i

S B At o« ogmma2tsatheitdelei ofn i n S BI C
stSBdCtss i nve 29 bd ldnoetmhdr o$n ap rtio§asdtlei deflaipant al f
inanddsimgl Fobudinesses.

s mal l |

lheapenalgall 4y a s ha

accou

In addition, the amount oficIRA
increasedcenfForyeccaras BBlAeg vear age commi2 ambe hotfs
total financing in FY2007, 40dotpoa i 26 FIYROHBL£6. 6% i
FY2Q0184. 2% ,i nddfFdY&8%W1i7n FY201S8
Table 3.SBIC Investments, FY200 7-FY2018
($ in millions)
SBA Number of Small
Leverage/Guarantee Private -Sector Businesses
Year Commitments Investment Total Financing Financed
FY2007 $708 $1,940 $2,648 2,057
FY2008 $1,029 $1,398 $2,427 1,905
FY2009 $788 $1,068 $1,856 1,481
FY2010 $1,165 $882 $2,047 1,331
FY2011 $1,828 $1,005 $2,833 1,339
FY2012 $1,924 $1,303 $3,227 1,094
FY2013 $2,156 $1,342 $3,498 1,068
FY2014 $2,549 $2,916 $5,465 1,085
FY2015 $2,553 $3,733 $6,286 1,210
FY2016 $2,514 $3,478 $5,992 1,201
FY2017 $1,960 $3,767 $5,727 1,077
FY2018 $2,522 $2,981 $5,503 1,151
110 |bid,
111 |bid.

12SBA,Of fice of

13§ B A, Of fice

Investment

of

a -nRihanting to Businasses hy State; SYBBLC Pr ogr a m
FY2018, ” httpst//www.sba.gogitestlefaultfiles/201811/SBICProgram_FinancingbyState_FYs2014t02018.pdf
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Sources: U.S. Small Business Administrationdo Per f or mance and Financi al

p. 4;U.S. Small BusineAsiministraton O0FY2008 Budget
Business Administration 0 SBI| C P r o g Jaauary 23 \2@08eptereber,3@ 201&ndSeptembel0,
2018.

Financing temdgreaphkiia ® oups

As s hoaab4 ien n SSESBAKLES 1dHdaandk8hngf 64l 1
t 013 8 i | 12i.%4no fl tahmo wmtt ad f
s mal 1l businesses.

Table 4. SBIC Financing, Minority -Owned Small Businesses, FY2018

Small Business Percentage of

Ownership Number of Percentage of $ Amount o f Total $ Amount

Demographic Financings Financings Financings of Financings
BlackOwned 52 19% $33,904,388 0.6%
Asian Owned 49 18% $85,681,189 1.6%
HispanieOwned 28 1.0% $12,184.863 0.2%
Native AmericarOwned 1 0.0% $600,000 0.0%
Subtotal 130 4.8% $132,370440 2.4%
Other (Nonminority) 2581 95.2% $5,370201,839 97.6%
Totali All Financings 2,711 100.0% $5,502572279 1000%

114 pricewaterhouseCoopeifsational Venture Capital Associatioh,Mo n e y T r e ¢ N&tioRat Aggragate Data”
at http://www.pwcmoneytree.com/

115Kenneth Temkin and Brett Theodos, with Kerstin Gent$Ehe Debenture Small Business Investment Company
Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Bgtashington, DCThe
Urban InstituteJanuary 2008, 8, at http://www.urban.ordJploadedPDF11601_sbic_gap_analysis.pdf

116 |bid., p. 1.
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5962eals 17h9b2 A 1 4,004nBeianl s i6m biBI0O1l 59 2dé¢ alns FY201 6
$80bill i7o0deian s5,,i mn2d0 1873 . 7 billi¥n in 4,119 deal:
In 2008, the Urban Institute rel ctamendt anmadal ysi
from 1997 tosé@dt0dr tveprumvateapital i1investments n
second stage business | oans, tbheicradu sset atghee sbeu s i n e s
investments are |likely ttch tkeudft yt fee ast aamee soharsa ¢t
debent ut*™®TISeBIWCrshan Institute found that debentur
more than 62% of all venture capital financings
business loansthendnbtedgSthoéenss duming that ti me
the average amount of a SBIC debenture investmer
SBIC debenture inveshkmedi%sohf ctcotidflt edolfloars inves
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Source: U.S. Small Business Administratiorffice of Legislative and Congressional Affa@iggrrespondence
with the authorp December20, 2018.

Note s: Ownership is defined as owning at least 50% of the small business.

In additi&SQBI Gsn AfaYdhed hx 2d6g 0 f( al 1l fi%h@miclilnigesn t ot
(7% of tahmo umnott a)flitne noceemde @ s ma l | Dfuisnianmeged®% O .and 2
of all financilnégmi)l Itidé nolf(iOt.ch en e aortdayll veome nan f i nan
owned smalX businesses

Research concerning private-owawidu weomenzepdi t al 1 nve
s mabluls i nes s es issullti,miitte di.t hddaitfaf inceuclets staor yf itnod c¢c o mp
SBIC psogmamst mentwned wmemenmeictayy | businesses to t
secst oirnvestment® in these firms.

In 2007, the SBA acknowl edgendveatt me ncto mpgroegsrsaimsn a 1
“women and minority represefddndilbas imedn hfoSBhdn
yealshhe SBA reported at that time that it did no

it has tried to 1incrreeasscentwmomeom a md trhien oSrBiltCy prreo g
to venture capital firms, trade organizations,6 a
minority representation ‘ifn ntdiemgSHlGemntaugra fiiirmsl
minority rephesentntéeommeomt commi t"%°Hewewad, in se
despite thest hSenfaflolr tBsu,s iinne s2s0 0Ol9n,ve s Noatti adhd i ance (
Association of Small Busisrerescowdlgmeesstimamtt hGemp a mi
SBA capital achcaets stslspBrIb§feBcAe ms i fthga sp rdoocnees san abys mal

at attracting and licensi®® funds led by women a

During'@®@hmreg Sesls.88mell Business Ven,tuwas Capital A
introduced 200 Dard bretadfe®@ gt e Committee on Small B
EntreprendNarfhifpher action was taken on the Dbill
inves tnmewvotmswnic d s mal |l sboucsiianlelsys easn da nedc onomi cal ly d
small busihgssncomazermg the amount of leverage a
least 50% of their financings in smadbt business
socially and economically disadvantaged small bu

Finanlyi nfSgt at e

As s hnofw®3 ein §F YIBIICs protvtiodednafindbmusimgsses 1oc
stattlese District of Cwihtumthiea mosd RFuenmntme i Rigcd,aking
Cal i f3o%fniinaa n(ci ngwerrt of la,Mk ntg7s€ (iReny i ngx7 tt aling §
mi 1] j oNmenwd Y®RXki na ntcoitnafgd&i2mg 1 1. 1 on)

7SBA,Of fice of Congressional and Legis]| Becemer2Q20B.f airs, “Corr e
118 Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Small Business Investment Company

Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Equiya s hi n geon, DC:

Urban Institute, Janua2008, p. 2, 26, at http://www.urban.ord)ploadedPDF11601_shic_gap_analysis.pdf

119Y.S. Congress, House Committee on Small BusirfagsCommittee Hearing on Legislationpdating and

|l mproving the SBAOs | nve sitiGh@omg., Faessd September 6, 200B Semniad NuRbeo g r a ms

11044 (Washington: GPO, 2007), p. 15.

120 | pid.

121.S. Congress, House Committee on Small BusirragsCommittee Hearing Omcreasing Capital For Small
Business111" Cong., F sess., October 14, 206@mmitteedocumentno. 112051 (Washington: GPO, 2009),$9.
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Table 5. SBIC Financing by State, FY201 8
(% in millions)

# of Amount of # of Amount of
State Financings Financings State Financings Financings

Alabama 1 $9.6 Montana 14 $234
Alaska 4 $17 Nebraska 11 $52.7
Arizona 56 $96.6 Nevada 7 $233
Arkansas 13 $53.4 New Hampshire 9 $255
California 392 $1,049.1 New Jersey 111 $2419
Colorado 74 $121.8 New Mexico 4 $2.2
Connecticut 26 $55.4 New York 233 $482.6
Delaware 3 $2.4 North Carolina 72 $138.5
District of 7 $14.7 North Dakota 21 $10.3
Columbia

Florida 154 $256.5 Ohio 97 $135.9
Georgia 61 $147.2 Oklahoma 27 $29.8
Guam 0 $0.0 Oregon 40 $118.7
Hawaii 0 $0.0 Pennsylvania 77 $130.0
Idaho 8 $35.3 Puerto Rico 3 $238
lllinois 164 $341.5 Rhode Island 9 $10.0
Indiana 45 $96.7 South Carolina 18 $53.6
lowa 4 $4.1 South Dakota 3 $20.0
Kansas 30 $58.0 Tennessee 48 $123.2
Kentucky 6 $28.7 Texas 276 $427.6
Louisiana 16 $104.1 Utah 49 $75.6
Maine 12 $34.1 Vermont 2 $3.0
Maryland 42 $57.0 Virgin Islands 0 $0.0
Massachusetts 105 $258.5 Virginia 47 $72.1
Michigan 72 $116.6 Washington 33 $37.4
Minnesota 69 $92.7 West Virginia 0 $0.0
Mississippi 7 $26.4 Wisconsin 37 $91.3
Missouri 91 $1089 Wyoming 1 <$0.1
Total 2,711 $5,502.6

Source: U.S. Small Business Administration, Office of Investment and Innqgv&RIC Progrand Financing to

Businesses by StateY204 to FY20B,6  Htps://www.sba.gositestefaultfiles201811/
SBICProgram_FinancingbyState FYs2014t02018.pdf
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Legislative Activity

PL. 1135, the American Recovery and Reinvestment Ac:t
designed to increase the amount of leverage 1ss1
maximum amount of leverage avatbkaplevaoeanapndni
$150 million,,awHibhievecreasingsthe maximum amoun
t wo or more licenses und?ée?I tc oanimsoon ecnocnoturroalg etdo S$B2IZ
investment in smaller ilemadamsrepd isfetse byt ree qdiatra nggf S
(Februwary 17, 2009) to certify that at least 259
smaller enterprises. ARRA defined smaller enter
mor e han $6vemialgled xanfnteetrdi ncome for the precedin
2 y

p
t g
t han $ mil 1l iomns osri zme esttianngd atthde fSOBfA it s industr

122 Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Small Business Investment Company
Proglam: A Comparative Analysis of Investment Patterns with Private Venture Capital Equija s hi n gheon, DC:
Urban Institute, January 2008, % 18-24, at http://www.urban.ordJploadedPDM11601_sbic_gap_analysis.pdf

123 pricewaterhouseCoopet$,at i onal Venture Capital As s, RegionaltAggregate “ Vent ur e
Data &thttps://mww.pwcmoneytree.corReportsHomepage%20RegionalAgg.xlsx

12413C.F.R.8107.1120and13C.FR§ 107 . 11 50. Previously, “the total principa
and participating securities guaranteed by SBA and issued by any SBIC or gronmadmly controlled SBICs may

not, in general, exceed at any one time alin208HPlB0Bt equal t o
million, whichever 1s 1ess, of which no more than two ti me
participatin@PBAsec@frfieeriiesg "CiSreceul ar , Guaranteed 5.725% Deber
SBIC 20081 0 SBept&dmber 18, 2008, https://www.sba.gogbntentsbic-200810-b-cusip831641tenl P.L. 102

366, theSmall Business Credit and Business Opportunity Enhancement Act af $83Be maximum lerage

amountfor SBICs and SBICs under common conab$90 million Licensees under common control were allowed to

have aggregate outstanding leverage over $90 million only if the SBA gave them permission ©.dol€%135, the

Small Business Reauthorization Act of 199&t the maximum leverage amofont SBICs and SBICs under common

control at $90 milliorand added the requirement that the amount be adjusted grfouatiflation.

12513 C.F.R.81071150; and13 C.F.R.§107.710.
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ARRAl ewmcodSBIg€ 1 nves timecmotmse iam elaaSwBl ¥ dlilkcewiseg on
or afber 0O¢0@O6DOct to have a maximumnde$%25aQge art
million for two or mor ¢ ftlihiec eSnBdedse shtansddeira tc d mmosnt c¢5c
its finamnicnicnognse igne olgorva p hdtch aatr eaatso faemads s c ebrOtfaufriee
investmentsi wédme bgeo @t dplwi c areas.

As part of its Stoanr tJuapn vAanrdyh ie3c 14) b [a2mblalt 2Aa tmi weé St r at i o

recommended tha’[s tamhen uS Bl Quprhogriazmt i on be increa
billion and tha the amount of SBA | @&therage avai
multipls/éahnbyrﬂmﬂl’mé‘tclmdssed to $350 mi?1Oni on from $
April 27, aDg@blitshlke $ BAFftidealal celRleqgbibd ethhamg t he
billion Early Stage Innovation SBIC Initiative (
and up ton$2060SMAlleverage per fiscaltoyear therce
encourage SBIC program investAmewti d1libecaiskyustag
se ver ahla vwel |Hese nd u mit r @odmtcger e stso expand the SBIC pr o«
increasing its annufgbnagthkwon emditwg Isflmcnt ¢ ymskl i ¢

of funds 1 i mietnatga efd¥ ehismihligh it cdfiewad d SIBiI75 t t o §
mi | Keinoang ¢ e dt hori zing a S BId& spirgongerda mi os peencciofuircaaglel yS
investments in business st ar t(uipnst raonddu coetdh)er ear 1 y

Legislation to Target Additional Assis
Stage Small Businesses

Some Members and small buwubegeshbhatadeoncahaodobesshabbiwp
‘permdoemgressionally authogetzteddSBICopandbgnsmiso

and early stage small businesses, which are genece
also as havingtentriealla tfi ohrd Vjyacth f cgrhe aptbi am.r get i ng a d
assistance to startup and kar3IBAsatrage ispmaliln gb wsi
program was created to fill a pevsceddabendt umeest me
prags focusanodn-dmigdga s mall businesses. Because th
providing new licenses or levevepgel hidMombpersicipe
i nt r oldeugcicestlloa tcir e at e a new SBA progremt tha¢dswoafd
startupystaageesamdl]l businesses.

For e xdaunrpilneg' 'Ctohneg rlelsls, t he Hous el 8pPh, sRs.e,d5,2 b2y a v o't
Small BusinesAct obBAM@UECrediprovisions, as pass
H. R. wou¥Zdve authorized a $1 billion Small Busin:¢
The proposed program would have provided equity
matching funds to each participatingphatnvagt ment
investment companies to invest in small busines:s
stage small businesses, defi“gedsasanhovsk smhé¢d T
12613 C.F.R.8107.1F0.

2The White House, “Startup America Legislative Agenda,” Ja
https://obamawhitehouse.archives.dgog/201201/31/egislativeagendastartupamerica

22RepEdward Perlmutter, “Pr omoiHRi529 Sniall Busirfess dobshaad Cre@ittAatofi d e r a t i

2010, Ro lCQongressionallRecdrdidily edition, vol. 156, no. 91 (June 17, 2010), 4608 H4609
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exceeding $15 million 1n¥?PTahrey pofo ptobsee dp rper wiga msm  te hnr
venture capital investments in star® up compani es
H. R. ,5297subsequently sagpnperdo viendt ob yl aCvo nbgyr ePsrse saindde n
SeptemberPl21132402 0tllDe ( Smal I Busi,dedsndobsndAttudef 2
legislative 1 anguages aFuatrhloyr iSztiangge alF'#BonsaeltvlmeRut siiPnreos
aut hor i zyeeda ra Itnhtreereme di ary Lending Pilot Program
than 20 eligible nonprofit lending intermediarie
and $1 mintleirometdpiganr yi nt e.r eTshte rianttee ronfe dli%ar i es, 1 n
loans to new or growing small busThesses, not tc
Intermediary Lewad nffuiPdddtf Pmsoligwmdgesnent ] Yhirty
par ceiimat he ®rogram

As ment i oneidn p2tOhle2i,8 BA 1l ghsata a Bt lpigseh ieSdBtli€Caot 1 v e
encourage SBIC investments in ear'lCy nsgtracgses ,s mal |
H. R, 3 hhe Smalll Business InvestameSht ]En8hhmenicle me n't :
Busines sn IAcnto veabt uillofld & t hdtrhiez eAd mi ni stration to est
sepaSrRltG pr o gr atmas gnabtulseiantellsys eSmal I Businesfs I nnova
20 Iwa)si mrter o8 uc}ddfri nEonkeecb b4

Dis cussion

Advocates of efforts to encourage capital 1invest
including Members of Congress who have served or
Commi t t eaersg,u ehda vtelisa te [tihnei nSaBA on of the SBIC partic
has c¢r e &itne dt hdse gSaBpAs t i ng array of capital access
provision of capital t o eianrtleyn ssitva8P*@ snsdmasltlr ibus i n e
RepresentativarNpeida oMeltédhzrquHozmse floor during c
H. R. :5297

1294 R. 5297 theSmall Busines Lending Fund Act of 2010389L. Definitions.

130|bid. The nine targeted industries agricultural technologyenergytechnologyenvironmental technologiife
sciencejnformation technologydigital mediaclean technologydefensaechnology, anghotonics technologyA
similar $200 millionSmall Busines&arly Stagdnvestment Programwas included irH.R. 3854 the Small Business
Financing and Investme#Aict of 2009, which was passed by the House on October 29, 2009, by a vote3%f. 889
awaiting action in the Senate.

BlsenAl Franken, “Small Business LendingCoRgressionahRecojdof 2010, ”
daily edition, vol. 15, part 125 (September 16, 2010)Sp158

132p L. 112240, the Small Business Jobs Act of 2010181. Small Business Intermediary Lending Pilot Program

133SBA,  “ S msinkskes Bave New Ngrofit SourcesforSBA i nanced Loansat” August 4
https://www.sba.gogbntentsmallbusinessebavenewnon-profit-sourcessbafinancedloans and SBA,
“Intermediary Lending Pilot Pr ogr btps://iwinsBa)gosltestiefautt/me di ar i es ,
filesffiles/ILP_Intermediaries_150218.pdf

134.S. Congress, House Committee on Small Busir@mssl Business Financing and Investment Act of 2@sbrt

to accompanyd.R. 3854 111" Cong.,15! sess., October 26, 2009,Rept. 111315, p. 2. For the arguments presented

by various organizations advocating programs to assist early stage small businesses and startups, see U.S. Congress,
House Committee on Small BusineSsbcommittee on Finance and Tax Hearing on Legislative Proposal$dorRe

the SBAOGs Capi t,allf"Cdng.clsass, JUyr23) 200% Ho3oc. no. 1039 (Washington: GPO,

2009), pp. 1612, 6667; and U.S. Congress, House Committee on Small Busirelé€ommittee Hearing on

Increasing Access to Capital for hBusiness111" Cong., ® sess., October 14, 2009, H.Doc. no.-D51

(Washington: GPO, 2009), pp.-35%, 5654, 6369, 8699.

, 2011
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This legislation, Mr. Chairman, also recognizes that capital rsrkee changing
dramatically. Credit standards are stricter, and small businesses are now looking not only
to loans and to credit cards to finance their operations, but they are also looking to equity
investment to turn their ideasto reality. This hasdcome evemore pronounced as asset
values havedeclined, leaving entrepreneurs witbss collateral to borrow against.
Unfortunately, venturdchpital and teneqgdity invesimbes declinedl.

Last year, such investmergtummeted front28 billionin 2008 to only $17 billion last
yearThis is due, in part , decisiontotexminpahey i SBIA’ sadmi ni str
largest pure equity financinggrogram—the Small Business Investmei@ompany
Participating Securitieprogram. This hadeft many entrepreneurgtho need equity
investmento fulfill their business plans withoutsource of such financind®

Opponents of efforts to encourage capital 1invest
have argued thdpilsaucthneefcfeosstar woruilsdk or costs on
wére dealing with record debB¥Dwmmidn gt ncsarmsstiad enraabtl ieo |
propS8meldl Business Early Stageghrde sthmdnt tPwagr a
t Hawiotul d 11 kel y encourtalgtel er ilsekgyi silflavhelispt nnbedn¥ qgso, f raendd
the fundibg "imveatrdd stag¥® small businesses.

Legislati onSBloC IFnicnraenacsieng Levels

In 2009, the Smal |l cBhuasriancetsesr ilznevde stthaeera MABtIliGe apdrdogg r a
under®fedargued thaftithreciprg grawmel s would increa
improved its licensing processing procedures to
percentagegaf a®BrFr¢g capital allowed from state ot
increased from i33%pard emd) makmumBitd @ifpr ogr am
licefnasnei 1l y ofatf utnkd®82 2% immi¢l 1(i on for two or more 1i
contwaosl increased to allow SBICs to have a serie
e x a mfolne, fund could be winding down, another <cou
rampiig up.

During'®@hmregddRsiB854 t he Small Business Financing ar
which was passed by the HHRoS5Se Bome | Qc tBoubseirn e2s9%, 2 0 (
Assistance andwReékbhefwaAcmoof r2pb@dted after bein g
for consideration, proposed to encomghsege greater
maximpwemcentage of SBI Ced efgruom tsotrayt ec aopri tlaolc aall 1goowv
to 45%30%Bont h mewosuddehave also indésmedseglehe SBI
l1icefnasmei 1y of funds 1limit to $350 millison from §

1%RepNydia Vel 4z qu e 2qbsandGredit Act &B10 s © n & e 8 sCengréssibnal Recordiaily
edition, vol 156, no. D (June 162010), p.H4516.

BBRe p . Sam Graves, “Small Business CbngtessionaliRecordot 5d,i t Act of 2
no. 90 (June 16, 2010), p4B16.
B7bid;andRep) e f f Flake, “Small BuAimesf EQO9y” SHagsee ldwbatmegnC€Co

Record, vol. 155, no. 171 (November 18, 200913083 Note:H.R. 3738 the Small Business Ear§tage
Investment Act of 2009, wame of eight bills merged intd.R. 3854 the Small Business Financing and Investment
Act of 2009 and was lateaddedto H.R. 5297 Small Business Jobs and Credit Act of 2009 H.Res1436.

1381.S. Congress, House Committee on Small BusirfessCommittee Hearing On Increasing Capital For Small
Business111" Cong., ® sess., October 14, 2009,0c. no. 112051 (Washington: GPO, 2009y. 32, 87.

139 bid., pp. 88, 89.

140H R. 3854 the Small Business Financiagd Investment Act of 2009481. Increased Investment from Statasd
H.R. 5554, the&small Business Assistance and Relief Act of 2BB@1. hcreasednvestment from States.
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i mi$t2 5S®&f mi 1 I miolnl itcon $f40r0 mul ti ple funds wunder <con
er September 30, 2009, andcomecgteeogarnddp loi ofat ¢
reased t hse aSuBtlHCo rpirmagtriaanan 1 e ve.lB iflrloimont oi nf§5. 5 b

O"’B

The Obama Adamlisne csotnmrngetnadeendpStratr toufp iAme(rwhiac hnitiat
includeds$Stihdbi SBAon ecarlgndtitampB8BIConwesi menteSI
initiativégnghads thdoptlehesgi $shet’SBaffhpabgeam
authorization to $4 billion from $3 billion. The
l11'Congress adopt legislation to increase the am
under common confiroh 22 3hi0l Imidd.i on

During'®hrgdd®s,, 3B3m211 Business Investment Comp:

Act o, WDulldc hwdgageea t er utilizartdbmni nér ehei B8PI Che

maximum amount of outstanding SBA leverage avail

lesser of 300% offl 510t smiplrltilvoan3 6 & o @pf taf s oprivate c
i

S
$20mi 1 I £ oma j or i t y so folceohnep annayn aagreer e xperi enced in 1
morSBI C Il compandds would also have increased the

outstanldenmgr 8BA tawoa iolra bnloer et ol i censes HaHd@r commo
mil Fré#ém2ni 1 11 on.

S . 2136bill to increase the maximum amount of 1 e
Business Inveswmelnd nlAaowdgargeealt9es5r8 ,use oftbyt he SBIC
increasing the maximum amount of outstanding SB/
under ¢ ommoon $3 SOt mnmitl dfii2lo2nSiad wo ull dlv @ c rde hs e SBI C

progs aanmut horization level to $4 billion from $3

On Mahr 15,S. Amd2, t1h833I NVEST 1 n, Amansi od fAactedofon2 Gl
Senate floor as an amendndenRt. ,i3n6 ttahpes tnaarttu rCurof a
Business ,StwhitawwmlpshaAdtpreviously passed the House
amendment omopwsagedDr theecB By i(mrc)agraasmng t he

ma Xx 1 muomi natm of out st andi ntgo StBWo lerv emargee laivaea dsaesl et

contooB 350 rooim dfi2l2nSi o 1 na mw @t ah(sed SgB 1 Cs par wtghrcarm z at i on
l evel to $4 bDillion fronH . $R3. B3i6I0M6i @ mewhdilcehn S nat e
did not adopreosgy alhhesTdBd €cepted the Senate amendn
bill, which Presideént.-OB)dda signed into 1 aw (

S . 344he SUCCESSnSAc t3 Soffh e2 ORle2s,t or ing Tax and Regu
Smal l Businessehahkebmohg20ther wtuhBeB I € 1 on s , I necr ¢
progs aanut horization amount t odt $mdu lbtiilplliecon from $3

1 i cesffnasmi 1y of funds 1limit to $350 midiHd on from §
maximum outstanding leverage amount available tc
common control to account for inflation.

In adHiRio®@jf®h4 Small Business Investment Company
which was passed by the Housiencodie hfBck € mber 18, 2
progsmurhtipls/£amitygnetoSf3umGdis] il dmdihfirlélm o n .

141H.R. 3854 8401. Increased Investment From Staf493. Revised Leverage Limitations For SuccessBICS, and

8408. Program Levels; ard.R. 5554 8591. Increased Investmeinbm States§593. Revised Leverage Limitations

for Successful BICs,and 8598. Program Levels.

“2The White House, “Star t uahttpsifobamawhiteholse.aréhives.gitgitlefault/ Agenda, ”
files/uploadssétartup_america_legislative_agenda.pdf
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During'!®dhmrgrlsd Sme, ntai on eR. Ip.e7eflvii doruesal sye, d etvheer aagren u a 1
amount the SBA is SBltCsortioz e$d4 tboi Ipirioavdi ddifetr icmon $ B8 o b i
increasings tahuet hporroigzraatmi o nS .a md ithhte tEx p%dh dh inlgl iAer e s
Capital for Entr ¢¢pEXEREtwaAehhav ealccrdedresresp Maegr a m
multiplsfamityneé funds limit t9. $BZ®cbhwmlvdel i on frc
among othecal pwondt s omsmglrtaimpIs/f ami tgneé funds 11 m
$350 million

During 'CbagPétds-11l131€£€basolidated Appijapmdiecatsicons Ac
t hSeB @r o gsmaurh t i pks/E ami ty of funds™InmadHiBi®$Ph50 mi
590p88mell Business Invest menntr oQpupcoerdt vomi ,tSye pAcetmboef
and referred to the Houweuladmme td¢ keaexa muSmma l 1 Bus
amount of Il everagk 0 h%audefl a8SpBHleCv a pe BBO %s i hopractice

o870 mi,l lwhoinc heftredmesclhessnd 0 mxhwemuSBriadv at e
api2@0% 1inofplrSdc tmiddhiocnhever is 1 ess

During'®@hreg®PedEs-1 8l7iBemal 1 BusinOppolthuast mentt of
incrde hneaex i mummw unt o f ilnedvieSiBdeéon I fSolr7 5 mi 1 1 i on fr om
million

(¢

Di scussion

In 2010, the SBA announced that one of 1ts goals
“acceptance 1 nnd hienowaeaakseea ptllaec enwmmber of funds 11
leverage issued so as to imp#Phe S$SBAHAiduadentced stsh

i
ARRA changes to the SBIC program would help it
ma xi mumglee wmevrai 1l abl“t ot o h§BECg imesuphe private ca
SBI C, or $150 million, whichever is less, and §2
contarnodl i nt¢theasmadi mum |l everage amouwmntss atnad $1 75 m
$250 million for multiple funds under common cor
009, and invest 50% of theit*dollars in 1ow 1inc

2

As mentionePd Lp7 évhidawsalsye,d the annual leverage am
aut horized to provide to,PSBL-C#3t4dohe$ 4€ abnislolliiodna tf r c
Appropriations Act, 20 1s6 muilntcirpelaes eld ctehnes eSSB IfG npirl o
to $350 w®mldl-i §8AHemal 1 Business ktryvdAcst modt 20dfort
increased the maxi mumdad nBoBasuCm | Sl 715¢ vmei rl d g e0o nf o r

Advocatreoer mghse SBI Cs plreowgearalmgee lamguesd t hat these
necessary to help fidd4rnamepoaftailvad®@syp ipr otgha mS 1

143 previously,S. 552 the Snall Business Investment Company Capital Act of 2015, and its House companion bill,
H.R. 1023 would have increased that limit to $350 million. The Senate Committee on Small Business and
Entrepreneurship report&l 552on June 10, 2015. The bill was plaaadthe Senate Legislative Calendar under
General Orders. The House Committee on Small Business repbRed023on June 25, 2015, and the House passed
it on July 13, 2015.

144 SBA, “Fiscal Year 2011 Congressional Budget Justification and FY2009 Anndiatance Report,p. 52, at
https://www.sba.gogltesfiefaultfiles/aboutsbaarticl€@ongressional_Budget_Justification.pdf

¥5SBA, “SBActPrBlan, Section 505: SBIlathtt@ivoveshba.gosi€dl anges, ” June
defaultfiles/recovery_act_reportsida_sbic_plan.pdf

146J.S. Congess, House Committee on Small Busin&ssall Business Financing and Investment Act of 2@t
to accompanyd.R. 3854 111" Cong., ®'sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), B.
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addition, they argue that the demise of the SBIC(
‘underut’ofizthei SBIC debentures program is preven

accessing the capalakentbhessaecyonomful pbptential
economi c*Oacoherygyther hand, others worry about t
SBIC program has for the taxpayer, especially i
stagael Isntbusinesses which, by definition, have a

for defaul't than businesses t hat have establi1s he

Concluding Observations

Somde mbers oha&€engdetsthasth otbhéted pSrBoAviitdieodn aald dr e s our c e
assist small businesses 1in acquiring capital nec
creat®lgotbheir view, encouraging greater utiliza
small business aicnc ehsisg hteor claepvietlasl ,o fr ejsoubl tcr eat i on
economic gr owth. For example, o nMahfec hl NWEST201 2,
in Americat A8anefo200OR2ympia Snowe argued

The amendmenS.Amdt. 18331 and Senator Landrieu introduced would also help small
companies access capital by modifying the Small Business Investment Company, SBIC,
Program to raise the amount of SBIC debt the Smallrigssi Administration, SBA, can
guarantee from $3 billion to $4 billion. It would also increase the amount of SBA
guaranteed debt a team of SBIC fund managers who operate multiple funds can borrow.
The SBIC provisions in this amendment have bipartisan stjpgi@ noncontroversial,
come at no cost to taxpayers and will create jobs. We do not get many bills of this kind in
the Senate anymore.

One of the most difficult challenges facing new small businesses today is access to capital.
The SBIC Program has helgg companies like Apple, FedEx, Callaway Golf, and Outback
Steakhouse become household names. As entrepreneurs and other aspiring small business
owners well know, it takes money to make money. This legislation ensures that our
entrepreneurs and higirowth companies have access to the resources they need so they
can continue to drive Amerits.economic growth and job creation in these challenging
times. There is no reason why Congress should not approve this amendment to ensure
capital is getting into theamds of Americ& job creators.

This amendment will spur investment in capitdrved startup small businesses, which

will play a critical role in leading the Nation of the devastating economic downturn from
which we have yet to emerge. For those who rhayunfamiliar, despite significant
entrepreneurial demand for small amounts of capital, because of their substantial size, most
private investment funds cannot dedicate resources to transactions below $5 million. The

147U.S. Congress, House Committee on Small BusirfagsCommittee Hearing on Increasing Capital for Small

Business111" Cong, 15tsess., October 14, 2009, Boc. no. 112051 (Washington: GPO, 2009), #8-91; andRep

Nydia Velazquez, “Small Busines s Cbngressional Recordaiyedition, Act of 20
vol. 156, no. 90 (June 16, 2010) 44516

148 Rep Nydia Velazquez;Small Business Financing and Investment Act of Z0B@use debateongressional
Record daily edition, vol. 155, no. 159 (October 29, 2009),p2074 H12075;Sen Mary Landrieu,“Statements on
Introduced Bills and Joint Relsions;” remarks in the Senat€pngressional Recordlaily edition, vol. 155, no. 185

(December 10, 2009), £12910;The Whi te House, “Remarks by the President or
Gr owt h, ” De c athitpse/obangawhiteh@duse@rchives.geulitycheckihe-pressoffice/remarkspresident
job-creationandeconomiegrowth amdTh e Whi te House, “Startup America Legislat

https://obamawhitehouse.archives.gitestiefaultfiles/uploadsétartyp_america_legislative_agenda.pdf
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Natior's SBICs are working to fill tHagap, especially even during these challenging
times49

Ot hers worr t e potential r an expand e
federal defic . I n heir view, t h est means t
and grodbast e s to reduce business Y¥nopeseandhpetrerci
Represent at itvhee hSaainmr Gorfa vtehse, Hous e Committee on Sm
the Small Bu¢ssi nE¥20il€ovmmiatmtde etstt d rmasttece B uhdeg eHo u

Committee that the House Small Business Committe
progs aamut horization to $4 billion from $3 billio

y abou t h s k
icit t b

o ~-

opposed fundBsamagr Ifyors tthge aSBBRAIdGmpiani vteisattmevnet S BI C 1 1
because of their potential to gentbohetentedsts t1
provide federal funds to subsidize the SBIC prog

views and estimates letter t hat

The debenture SBIC program is designed to provide equity injections to small businesses
that have been operational and have a track record ofloashnd profits.... T pregram

is financially sound because the structure of repayments ensures thavehengent will

not suffer significant losse3hus, no changes are needed to the program and it operates
on a zero subsidy basis without an appropriation. The SBA budget is fully supportive of
this program and we concur in that recommendation, includiising the program level

from $3 billion to $4 billion.

Presumably, some of the additional program level (which will cost the federal government
no money) will be used to support two new variations in the Debenture SBIC Pijtlggam

early stage SBIC inditivea nd t he 1 mpact i nv eNeitheréniiativeS BI C i nitiat
has received authority from Congress nor had its operational principles assessed by the
Committee prior to implementation. The Committee reiterates its recommendation from

l ast jewsa and astimates no funds should be allocated from the additional
debenture program levels for these two prograhlie Committee on the Budget also
should provide further protection to the existing debenture SBIC program by requiring any
modificationsto the program, whether a pilot program or not, be based on a new subsidy
calculation that ensures the current debenture program will operate at zero subsidy without
any increase in fees due to losses stemming from the Impact and Early Stage Innovation
programs!®t

The House Committ'se F¥20$SmabvleBuaesandssestimates | e
commistoepposition to the funding of these two in
modi fications t‘whathlee SBd Cpiplr ®tg spemio gorna na onre wn ostu,b sb
calculation that ensures the current debenture
increas® in fees.

499 en. Olympia Snowe, “Jumpstart Our C8ngressional Record®lt art ups Ac't
158, no. 45 (March 19, 2012), pl5845.

ONational Federation of I ndep &ashiegton, DEathdpi/mvevanfio.comf Payr ol 1 Ta x
issueselectionsissueselectionsitem/cmsid49039/andN F I B, “ Go v e r n Mashingto§, P€ah di ng, ”
http://www.nfib.comissueselectionsissueselectionsitem/cmsid49051/

BIRepSam Graves, “Views and Est i mat eMattessftobe detefortiCinthemi t t ee on Sn
Concurrent Resolution on the Budget for Fiscal Yeai3201 Wa s h i ,ipg 4, b, ahttp:/Bnibiz.house.gov/
UploadedFile/iews_and_Estimates_FY_2013.pédso, seeRepS a m Gr ave s , “Views and Estimate
Committee on Small Business on Matters to be set forth in the Concurrent Resolution on the Budget for Fiscal Year

2012, ” ONaDChpp.Hd,H, téittp://smbiz.house.godploadedFiles/

March_17_Views_and_Estimates_Letter.pdf

152Rep. 3eveChabot “ Vi e ws and Es t i m&8mall Business on NMatters@densatifarth irthe o n

s
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As these quotations attest, congressional debat e
invol ved asecs easbimeinttys ooff stthal l businesses to acce
and evaluatiomsriosfk,t htthepreofgf@aat o f ’sp rroipsoks,e da ncdh a n
the potential Tsmpraicstk oofn tthhee pfreodgerraaiht e d eofnioomii tc. E m
data can help inform debate concerning the abildi
private sector ands trhieslk xttelnde offf ¢ chte @fi ograpo s e d
progs arm s k, and the potsentisal amptakde foddaehael pdeofg
data concerning SBIC investment 1impact on recipi
prove useful

Concurrent Resolution on the Budget for Fiscal Yeal6201 Wa s h i n §,tathttp://smaliBusinephouse.gov/
uploadedfilesz-12-2015_views_and_estimates_document.pdf
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Appendix.Small Business Eligibili
and Application Process

Small Business Eligibility RequirementH

Ody businesses’stldaetitsemtdthdtyh @ BSBA cipate i1in the S
Bus i nmusste sme et ¢si tshiexe tshtea SdBaAr di tdir tthleey amdu ptrd ym

engaogtehde 'SBaAl t st ma@t s tandar d nmf. orS BtlhCes SuBleC tphreo gsriaz e
standard that is most 11i1ikedlt ¢ osniagten Vvseétfayn dtalred cfoomry
SBI C piTdhgr acmrrent SBIC alternative size standar
201 4t,a nigsiebtl ewor t hs no¥f.nff h bmgoas erage federanhcome af
income taxes (oxébudeng doy ¢c¢her yiscadi yg atr wo no«
in excemsl PYAdfidcofmpdanyubsi diaries, parent compan
conesriedd in determining if 1t meets the size stan
In addition, since 1997, the SBA has required STE
finafobmginesses at the 1 owefpreinmda roif [“t¢hhdee pacw sma t t
finaneceakbktandards applicable to the SBIC progrart
in other SBR. pr-orgedqgdufiBrleCs 1icensed after the date
(Februwary 17, 2009) to certify that at least 259
enterprises. A smaller enterprise 1s a company t
worthmofenohan $6 milfldonnatmdi avemagtfonftlke prec
no more than §$2 misl Isiiwre ort amedeatrsd time t hRBRAindustr
primaril!® engaged.

ASBIC |1 oocesfeod e Febrtullwggyof 7r e206D9ed any SBA 1 e v«
commitments aft ¢musFte bhrauvaer ya tl 71, ¢ a2s0t0 92 0 % of its ag
(plus 100% for leveragenvemmetdméentsmMatveéer$eatmri

158SBA, “Small Business Size Standards: Infl aFederaln Adj ust ment
Register3364733669, June 12, 201ZhepreviousSBIC alternative size standh which was established in 1994, was

tangible net worth not in excess of $18 million and average net income after federal income taxes (excluding any carry

over losses) for the preceding two completed fiseahyr s not i n excess malBushessSizel 1 i on. See
Standards: Increase Size Standard of Small Business Concerns Eligible for Assistance by Small Business Investment

Co mp a n i Federal’Redis®t695316956, April 8, 1994. The 1994 final rule used net worth, as opposed to

tangible netvorth. In 1996, te SBA replaced net worth with tangible net worth for both the 504/IBBxCguaranty

program and the SBIC program “because items such as goodwi
account during calculation ofnetworthf 1 oan appr o8BAl P8 mpbbeBufiSees Size Stan
Federal RegisteB282, January 31, 1998he previous alternative SBIC size standard of no more than $6 million in net

worth and no more than $2 million in aftex net income was &blished in 1979. The previous alternative SBIC size

standard was a small business concern that does not have assets exceeding $9.0 million, does not have net worth in

excess of $4.0 million, and does not have &figraverage net income for the precediwo years in excess of

$400, 000. See SBA, “Smal.l Business Size Standards: Increas
Assistance by Small Business Invest mdaderal Ragisigha8a5 e¢s or by De
September 28, 1978lso, seel3C.F.R.§107.700; 13.F.R.§107.710; 13.F.R.8§121.301(c)(1) and 138.F.R.

§121.301(c)(2)

154 SBA, “Small Business Investment Companidse ver age Eligibility and Portfolio Di-x
74 Federal RegisteB3912, July 14, 2009.

15513 C.F.R.8107.710.
156 | bid.

Congressional Research Service R41456 - VERSIORKS - UPDATED 35



SBA Small Business Investment Company Program

I C | ooeeesfeod e 1Fe.,b s2ulbflrsty elcaei ved a SBA leverage
er Febrmasty mde¢et 20O 20% threshold (plus 10059
million) for fimancing provided before the ¢
rar 2009, and the 25% thresh®ld for financin

—~ oo~ W

Cs are not allowed to ,frnwnawxntcei mntdhd nfvelslt onwinn ¢
f tnyaprec el ea s i,mEgi mp me a adceosnepaal n icesst awiet hh diers s t han
sets and employ,passiwvet be Unsuwad Suastaesses (t
gular and cont i gouro ucso mbpuasni ineess st hoapte rwaitlilo nuys e t he
rmPindaddition, SBICs may Inbtuspmewisdevhfosmd prfic
s ivity 1s deemed contrary to the publ
r n operation.

i
1ness act
a for ¥ g

Ot D Oy e )
ocE® 0w m 00N

Small Business Application Process
Small business owners 1nterseesatrecdh ifno rr eaccetiivvien gS BSIE
the SBABI C #¥WilThecdomgmpovtiodeys contact information f
sorted by state sl tp rael fseor riendc | midneismutnh ea nSdB Infa x i mu m
range, the type efquddapitamkzpanavindenddiudbeog dji nated
secured term,) ., orf preifreg rsectda ge¢ opgrtke ference (e. g.,
expansiohas¢ngetage), industry preference (e. g.,
enviroasmendmitstri bution), geographic preference
specific state or stattedp,cuasndea gdes erqiupttiyomrw ag@fi
companies for e X poatnasrigoent iamgd caocngpeaisnsiioetfsi awti tlhe arsetv e$n!
mi 1 1 i on aintdy parto ftihtea Bt'filme of financing
After locating a suitable SBIC, the small busine
addresses’st bpebugiimass management, fements al c o
The typical business plan includes the foll owing
T the name of the business as 1t appears on the
communi t yi ti no pwehriacthe s
T the city, county, and state ofstbe principal

facilities:;
T the form of business organization and, 1f a ¢
incorporation;

BIbid.; and SBA, “Small Buevrage Eligibilityland Pertfolio Rivensificatioro mp a ni e s
Re qui r e mkedetabRediste83912, July 14, 2009.

15813 C.F.R.8107.7220. SBICs are generally prohibited from investing in passive businesses. SBIC program regulations

provide for two exceptions. The first provides conditions under which an SBIC may structure an investment though up

to two levels of passive entities to makeimrestment in a noepassive business that is a subsidiary of the passive

business directly financed by the SBIC. The second enables
financing to a small business through a passive, wholly ownemg@i@tion, but only if a direct financing would cause

the SBIC’s investors to incur Unrelated Business Taxable I
exception is commonly known as a blocker corporation. The SBA has issued a proposedxpénd and clarify the

use of SBIC passive business investments. See SBAma 1 1 Business ]RassivesBusiness t Companies
Expansion & Technical Clarifications80 Federal Registe6007760082 October 5 2015.

159 | pid.
160SBA, AII“SBIC Licenses By State &t https://www.sba.gogbntentsbic-directory
161 |pid.
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T a description of the business, i1including the
rendered;

T ahistory of the general development of the pr
five years (or since i1inception) ;

f mformation about the relative 1importance of
the volume of the business and its profits;

T a descrtihpet s osnemwmefal and physical property and
business ventures;

T a description of technical attributes of 1ts

T detailed informasionséabmat bhsebusnotsding p
cuosme r s ;

T amarketing survey or economic feasibility stu

T a description of the diss tprriobduutcitosn osry ssteernv i fcoers
T a descriptive summary of the competitive con.
business 1s e ncgoangpeedt,i tiinvcel updoi snigt iiotns r el ati ve t
smallest competitors;

T a full explanation Bn¢dricmmer podfictiles ;busine.
T brief resume’s mdnat gembunsipessonnel and princ.i
including their aegsess,e xepdeurciaetni coen;, and busin
T banking, business, and personal references fo

for the principal owners,;

b

T balance sheets and profit and loss statement
from inception);

T detailed projectnsoenss, oafn d enveetn ueecasr,n iemxgpse f or t h

T atatement of the amount of funding requested
funds ;

1T the 1 e dreenguefsotr for funds and a dasdcription o

T adescriptiont hhei stdmepddotngdi hsfrom the financin
expansion, 1improvement iurctfiioman coira li npcaseiatsieo ni .
effig¥ency

Because SBICs typically receive hundreds of busi
small businaspeoawmamnd gedlrral or introduction 1
manager being ttahreg eltiekde Itioh oiond rtehaaste t he business
cons iAcedr di Smalb Bhsiness alnhostoaghAlsltivanc an
mus teutnadlke before it can make a fin%1 decision c

162 Small Business Investor Alliance (formerly the National Association of Small Business Investment Companies)
“SBIC Fineaby-8ti ag, ” SWe p athttp:dvwvw.sbia.or@p@gessbic_financing

163SBA, SBIC Program: Seeking Financing fgsur Small Business 4t https://www.sba.gowfficesheadquarters/
ooi/resourceg¥905

164 Small Business Investor Alliang¢éormerly theNational Association of Small Business Investment Compganies
“SBI C Finaby-8t a g hihdioWaDg athttp://www.sbia.orgdpage=sbic_financing
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